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POLITICAL CONTRIBUTIONS TO FOREIGN 
GOVERNMENTS 

Gulf OH Corp. 


FRIDAY, MAY 16, 1675 

United States Senate, 

Subcommittee on Multinational Corporations 

of the Committee on Foreign Relations, 

Washington, D.O . 

The. subcommittee met, pursuant to notice, nt 10:05 a.m.. in room 
4221, Dirksen Senate Office Building, Senator Frank Church (chair¬ 
man of the subcommittee) presiding. 

Pre. ent: Senators Church, Symington, Clark, Case, and Percy. 

Senator Church. The hearing will please come to order. ” . 

OPENING STATEMENT OF SENATOR CHURCH 

In the course of the Watergate Committee hearings and the investi¬ 
gation by the Special Prosecutor, it became apparent that major Amer¬ 
ican corporations had made illegal political contributions in the United 
States. More recently, the Securities Exchange Commission has re¬ 
vealed that several multinational corporations had failed to report to 
their shareholders millions of dollars of offshore payments in viola¬ 
tion of the Securities laws of the United States. The Gulf Oil Corpora¬ 
tion. before us today, has admitted making $4.8 million in domestic 
political contributions and at least $4.3 million in overseas political 
payments. \ 

The Securities and Exchange Commission is understandably con¬ 
cerned that the disclosure requirements of U.S. laws are complied with. 
This subcommittee is concerned with the foreign policy consequences 
of these payments by U.S.-based multinational corporations. 

This is not a pleasant or easy subject for the corporations involved or 
U.S. Government officials to discuss in a public forum. This subcom¬ 
mittee deliberated long and hard as to whether it should pursue this 
mntter. and, if so. in what fashion. It decided by a unanimous vote to 
initiate this investigation and to do so in openpublic hearings. For 
what we are concerned with is not a question of private or public moral¬ 
ity. What concerns us here is a major issue of foreign policy for the 
Ifni ted States. -. 

Xo one lias put it more succinctlv than Gunnar Myrdal in his bril¬ 
liant book. “Asian Drama.” Describing what he calls the “soft state,” 
Myrdal writes: 

Generally speaking, the habitual practice of bribery and dishonesty tends to 
pave the way for an authoritarian regime, whose disclosures of corrupt practices 

( 1 ) 
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In the preceding government and whose punitive action against offenders pro¬ 
vide a basis for its initial acceptance by the articulate strata of the popula¬ 
tions. The Communists maintain that corruption is bred by capitalism, aud with 
considerable justification they pride themselves on its eradication under a Com¬ 
munist regime. 

The elimination of corrupt practices has also been advanced as the main justi¬ 
fication for military takeovers. Should the new regime be unsuccessful in its 
attempt to eradicate corruption, its failure will prepare the ground for a new 
putsch of some sort. Thus, it is obvious that the extent of corruption has a direct 
bearing on the stability of governments. 

It follows that, if a substantial number of multinational corpora¬ 
tions bribe or attempt to gain influence through huge campaign con¬ 
tributions or agent’s fees which find their way into the hands of foreign 
government officials, these very corporations may, in the long run, be 
the losers. Eventually, indigenous forces of reform or revolution will 
turn on these companies and make them the targets of radical measures. 

Furthermore, illicit corporate contributions, bribes, and payoffs 
create unfair conditions for scrupulous competitors. Foreign officials 
looking for money are unconcerned about the quality of the product 
or service being offered. The company which slips the most under the 
table will get the most favored treatment. 

Under such circumstances, a company which tries to maintain higher 
ethical standards finds itself up. against the unfair competition of 
companies that resort to large-scale bribery. Ethical corporations will 
He squeezed out of many foreign markets and even the unethical firms 
will find their profits diminished. 

# Thus, we must know from our witnesses here today what were the 
circumstances which led them to make these payments. In what coun¬ 
try were they made? Were they illegal in the country in which they 
were made? If the corporation was reluctant, did it bring the matter 
to the attention of the U.S. Embassy? If not, why not? Does the 
United States have a foreign assistance program in the country in 
which the payment was made? Was the company’s investment in the 
country guaranteed, in whole or in part, by our"Government’s Over¬ 
seas Private Investment Corporation? Was the U.S. Embassy aware 
of such payments ? If not, why not ? 

Finally, this subcommittee will eonsidor what legislation, if any, 
is warranted. Much has been written about codes of conduct governing 
multinational corporations. Many of the issues—transfer prices, ex¬ 
propriation—are complex and controversial. But there should be no 
controversy about this issue: if the developing countries are sincere 
in their desire to define acceptable rules of conduct for multinational 
corporations, then they should be willing to agree that corporations 
that do business in their country should be free from extortion. The 
corporations, if they are serious about wanting the rules of the game 
defined, should be willing to agree that they will refrain from making 
questionable payments to obtain competitive advantages. And the 
administration, if it is genuinely concerned about this problem, ought 
to take the lead in seeking a consensus around these elementary prop¬ 
ositions. 

In short, we cannot close our eyes to this problem. It is no longer 
sufficient to simply sigh and say that—is the way business is done. It is 
time to treat the issue for what it is: a serious foreign policy problem. 

Now, our first witness this morning is Mr. Dorsey. Before we turn 
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to him, both Senator Case, our ranking Republican on the subcom¬ 
mittee, and Senator Clark, are here, and I turn first to Senator Case 
if he lias any comment he would like to make. 

COMMENTS OF SENATOR CASE 

Senator Case. I do not think so. We are dealing with a matter that 
has been baffling to businessmen and administrations for many genera¬ 
tions, and if we can come somewhat closer to a satisfactory solution I 
think we will have accomplished some great value, and I think this is 
our responsibility. 

Senator Church. Thank you very much. 

Senator Clark. 

COMMENTS OF SENATOR CLARK 

Senator Clark. Mr. Chairman, let me say at the outset that I com¬ 
pletely agree with the points that you have raised in your opening 
statement, especially your concern tor the honest American business¬ 
man who refuses to make the kind of payments which we are discussing 
here this morning. 

It is truly unfortunate that the competition for given markets or 
given raw materials turns on the question of who is paying whom 
rather than how good a job an individual company can perform. 

There is one additional matter which I would like to emphasize 
at the outset before the witnesses begin, the careful manner in which 
this subcommittee has consulted with the executive branch, and par¬ 
ticularly with the State Department throughout this investigation. 

On April 23, Under Secretary of State Charles Robinson, testified 
before the subcommittee. I would like to quote a part of his statement 
because I think it represents an extremely well-reasoned position on 
this subject. 

“The Department of State cannot and does not countenance illegal 
activity by U.S. enterprises abroad. We have had occasion to take a 
stand on the question of illegal payments to foreign officials recently, 
and I would like to reiterate our position before this committee. Tlic 
United States condemns such actions by U.S. corporations in the 
strongest terms. They complicate our relations with friendly foreign 
governments and make it more difficult for the United States to assist 
other U.S. firms in the lawful pursuit of their legitimate business 
interests abroad.” 

That is the State Department. 

At no time has any representative of the Department of State sug¬ 
gested to this subcommittee that an investigation of these matters 
would be unwise or would in any way impair the foreign policy objec¬ 
tives of the United States, and I see'no basis for anyone making such 
an allegation. 

Indeed, as Secretary Robinson has said, it is the payments them¬ 
selves which complicate our foreign policy and which pose problems in 
our relations with other countries. This is especially true when bribery 
and corruption erupt on such a scale as to undermine the stability of a 
government. 

Now, among the many cases of the tragedy in Vietnam was the cor¬ 
ruption of the Tliieu regime and its inability to credibly articulate the 
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wishes of the majority of the Vietnamese not privy to the inner circle 
of influence and power. This is, therefore, an important inquiry, I 
believe, Mr. Chairman, and one which certainly deserves our fullest 
attention and efforts. 

Thank you. 

TIIE EXECUTIVE SESSION OF THE SUBCOMMITTEE 

Senator Church. Thank you very much, Senator Clark. 

I am pleased that you saw fit to allude to the fact that this subeom- 
mittee has first considered the subject of this inquiry in executive ses¬ 
sion and we have had the benefit of the testimony of the State Depart¬ 
ment with respect to it. 

I commend you for having read into the record the statement of the 
official position of the U.S. Government on the questions that we will 
explore in the course of the hearing. 

Our first witness is Mr. B. It. Dorsey, chairman of the board of Gulf 
Oil Con>., and lie will be accompanied by counsel. 

Mr. Dorsey, if you will come forward with counsel and please iden¬ 
tify the counsel for the record. 

Mr. Seamans. My name is Frank Seamans from Pittsburgh. I am 
accompanying Mr. Dorsey and Mr. Merle Minks, general counsel of 
Gulf Oil Corp. 

Senator Church. Both of you gentlemen will be acting in the capac¬ 
ity as counsel for the witness ? 

Mr. Seamans. That is right. 

Senator Church. Do you swear that all the testimony you give this 
subcommittee will be the truth, the whole truth, and nothing but the 
truth, so help you God ? 

TESTIMONY OF B. B. DOBSEY, CHAIBMAN OF THE BOABD, GULF 

OIL COBP., ACCOMPANIED BY FBANK L. SEAMANS, ATTOBNEY 

AT LAW, AND MEBLE E. MINKS, GENEBAL COUNSEL, GULF OIL 

COBP. 

Mr. Dorset. I do. 

Senator Church. Mr. Levinson, our chief counsel, will commence 
with questions. 

Mr. Seamans. Mr. Levinson, Mr. Dorsey does have a short statement 
he would like to make, if you please. 

Senator Church. Very well. 

Mr. Dorsey. Mr. Chairman and Senators- 

Mr. Levinson. Do you have copies of your statement ? 

Mr. Dorset. Yes. 

Senator Church. Before you begin with the statement, may we have 
copies? 

Mr. Dorset. Mr. Chairman and Senators, I wish to make a state¬ 
ment. which I believe will clarify a number of the questions in your 
minds and assist you in the conduct of your inquiry. With your 
permission, I should also like to set forth my views ns to the legislative 
action which the Congress may wish to consider ns a result of vour 
findings. Before I deal with certain substantive aspects of what I 
understand to be the parameters of your study, I have some prefaetory 
observations which I believe are relevant to this hearing. 
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CONTRIBUTIONS TO TIIE PRESIDENTIAL CAMPAIGN 

In July of 1973, the then Special Watergate Prosecutor, Mr. Archi¬ 
bald Cox, called upon all companies which had made illegal contribu¬ 
tions in connection with the 1972 U.S. Presidential campaign to come 
forward in their own and the public’s interest and to disclose such 
contributions. Just about the time of Mr. Cox’s statement, I learned, 
for the first time, that our then Washington Vice President had made 
certain contributions to the Committee to Re-Elect the President. I 
issued instructions that these be reported to the Special Prosecutor 
and that full cooperation be accorded to him. At the same time, I 
directed that such contributions be publicly disclosed. 

SPECIAL MEETING OP THE BOARD OP DIRECTORS 

On August 1,1973, a special meeting of the board of directors of the 
company was convened to consider the contributions which had been 
made. At that meeting the board of. directors directed the outside 
law firm of Eckert. Seamans, Cherin and Mellott to investigate the 
facts surrounding tnose contributions and to report its findings to the 
board. As this investigation continued, it became apparent that more 
was involved than simply the contributions made to the 1972 Presi¬ 
dential campaign. As a result of the investigation, the board of direc¬ 
tors of the company was subsequently advised that during the period 
of 1960 to July 191*3, approximately $10.3 million of corporate funds 
had been used for various political contributions or related political 
purposes, of which approximately $5.million were used abroad. 

I should like to note that my* fellow directors at Gulf and I have 
been agonizing about this problem since the initial disclosure in 1973. 
In my more than 30 years with the company, I know of no issue or 
circumstance that has caused lis more grief, concern, and remorse than 
has the matter of these contributions. I can assure you we take this 
problem most seriously and we share the deep concern of our share¬ 
holders and the public. Since the summer of 1973, our directors have 
sought a constructive solution to this problem which would redound to 
the best interests of the company, its shareholders, and the country 
itself. 

INVESTIGATIONS OP GULF’S ACTIVITIES 

From the time of the initial disclosure in July of 1973, we have 
become involved in a number and variety of investigations. We have 
been, or are being, investigated by the Special Prosecutor’s office, the 
Securities and Exchange Commission, the Internal Revenue Service, 
the Eckert, Seamans firm, a special review committee, and by this 
Senate committee. In addition, third party lawsuits have been filed and 
are currently pending. 

While all of Gulfs activities in the area of contributions are being 
studied. I will address myself today to the approximately $5 million 
which we distributed overseas, and which is the particidar interest 
of this committee. 

I appeared and gave sworn testimony to the Securities and Ex¬ 
change Commission on February 28, and to an executive session of 
this committee on April 18. At each appearance I made an urgent 
plea that I not be required to disclose the names of the country or 
countries to which contributions had been sent. You will recall that, 
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in this committee, we discussed at great length the question of $4 
million in contributions in one particular country. I pointed out that 
we had hundreds of millions of dollars invested in that country; that 
the country and its leaders were allies of the United States and that 
the political party to whom wo had made the contributions was still 
in power. 


ASSURANCES OF CONFIDENTIALITY BY TUB SEC 

I wish to point out that the record of my testimony before the 
Securities and Exchange Commission on page 4—at the very beginning 
of the proceedings—quotes the interrogator as follows—and I quote; 

At this point in the proceedings I would like to make a statement for the 
record that the reporter and both of the Securities and Exchange Commission 
staff members are sworn to rules of confidentiality of this matter and that all 
parties understand the import of this. 

End of quote. 

I had similar assurances with respect to the confidentiality of the 
executive session of this committee on April 18 and I was advised 
that an executive session is preeisclv that, and that only in the event 
there were any subsequent public hearings would my testimony be 
public, 

TIIE WALL STREET JOURNAL STORY OF MAY 2, 1075 

Notwithstandiiig these assurances, given by two distinguished 
branches of the Government of the United States, the Wall Street 
Journal of May 2—exactly 2 weeks after T testified before this com¬ 
mittee, and 8 weeks after I testified before the Securities and Exchange 
Commission, quoted from my SEC testimony in precise detail. The 
Wall Street Journal was not merely told of this confidential testi¬ 
mony, hut actually had access to a transcript, because an error in the 
Securities and Exchange Commission transcript where I had said 
several hundred million dollars, and where I was incorrectly quoted 
as having said $700 million, appears in the Wall Street Journal nsf 
$700 million. 

Senator Churcii. May I just interrupt at this point, Mr. Dorsey, 
so that everyone understands. 

gulf's testimony in executive session before the subcommittee 

You had an executive session before this subcommittee, and although 
I have not read further in your statement, I think it is time we asked 
the question. You are not charging that anything that transpired in 
our subcommittee or the transcript of the proceedings in our subrom- 
m it tee, were carried in the nress or the* there was any breach of faith 
where our subcommittee is concerned? 

Mr. Dorsey. Mr. Chairman, I am simply reciting the facts. 

Senator Church. The facts as you have recited them have to do 
with testimony that was given before the Securities and Exchange 
Commission which later appeared in the press, is that correct? 

Mr. Dorsey. Yes. 

Senator Church. Very well. 
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DISREGARD FOR CONFIDENTIALITY 

Mr. Dorsey. This callous disregard of confidentiality has placed 
my company in an untenable situation in almost 70 countries around 
the world. The Wall Street Journal speculated as to where Gulf 
might have investments of $700 million and the consequences of these 
irresponsible inferences have been disastrous to the company and, 
I believe, seriously detrimental to our Nation. Venezuela undertook 
a congressional investigation and threatened to shut us down if wo 
did not exonerate them within 48 hours. 

I might add in Venezuela we were in the middle of some extremely 
sensitive negotiations trying to recover whatever we can out of 
nationalization in that country. 

Ecuador similarly launched a massive investigation to determine 
if any of her officials had been the recipients of money from Gulf. 

Peru has expropriated our assets. Our managers and partners all 
over the world have told us that their positions have been severely 
prejudiced and that our very status could be threatened. We must, of 
course, accept our full share of responsibility for this situation, but 
the breach of confidence by someone in the U.S. Government, pending 
a comprehensive report which would put- the entire matter in full 
perspective, has gravely exacerbated the problems. 

TIIE REVIEW COMMITTEE 

As you know, we had stipulated with the Securities and Exchange 
Commission and with Judge Sirica in the District Court here in Wash¬ 
ington to appoint a review committee to be comprised of two outside 
directors of Gulf, Messrs. Nathan Pearson and Beverley Matthews, 
and to designate as chairman, Mr, John McCloy, who has a long and 
distinguished record in public service. The composition of this com¬ 
mittee, as I have noted, was approved by the SEC. That committee 
has the responsibility to undertake a full review of the investiga¬ 
tion made on behalf of the company into the use of corporate funds 
for political activity and to undertake such other and further in¬ 
vestigation as the committee may deem essential or necessary in order 
to render a complete report. 

The review committee has employed independent counsel and inde¬ 
pendent accountants to assist and advise it. The committee has been 
organized, fully staffed and has been actively engaged in carrying 
out its assignment. I have repeatedly pointed out that since the full 
report of the committee would be presented to the SEC, the court, 
the board of directors and your committee, that my one of these 
agencies or bodies—as well" as the review committee itself—could 
make it public, and undoubtedly will. 

Under the circumstances. I had no alternative but to decline to 
respond to inquiries from the press, or even from shareholders, not¬ 
withstanding the zeal and persistence of some very determined re¬ 
porters, because I was instructed that my doing so would be prej¬ 
udicial to the work of the review committee. 
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THE CONSEQUENCES OF DISCLOSURE 

Gentlemen, the consequences of the publication of a confidential 
examination by an official body of our Government has forced me 
to make an untimely disclosure about our foreign contributions. 

I will make this disclosure not without trepidation. I do so with 
apologies to Mr. McCloy and his committee for preempting their 
investigation and discussing, at this time, a significant aspect of their 
work. 

But I have no choice. 

There are approximately 70 countries in which we do business. In 
fairness to them—and in order to put an end to additional destruc¬ 
tive speculation—I requested that the foreign phase of the ongoing 
investigation be accelerated. I will be completely candid with you. 

CONTRIBUTIONS TO REPUBLIC OF KOREA 

Initially, I will address myself to the $4 million in political contri¬ 
butions with respect to which I testified during my appearance before 
you in executive session on April 18. The recipient of those contri¬ 
butions was the Democratic Republican Party of the Republic of 
Korea. 


CIRCUMSTANCES OF CONTRIBUTIONS 

Before I detail the circumstances and amounts of these remittances, 
there are certain observations which I feel must be made and placed 
upon this record and before the American people. 

There is no universal ethical absolute. 

In the course of your responsibilities as U.S. Senators, most of you 
have traveled all around tfie world. You know that mores, customs, 
standards, values, principles, and attitudes vary all over the world. 
What is immoral to some, is perfectly correct to others. What is oner¬ 
ous to one culture, may be perfectly proper and decent to another. 
What is unacceptable in one society, may be the norm in another. 

One truth is uniform. The United States neither exists nor grew 
to its position of strength by building a wall around its borders and 
isolating itself from the rest of the world. We depend upon other 
nations for raw materials and for markets. Both of these are es¬ 
sential to the employment, prosperity, progress, and growth of our 
country. Numerous American companies operate in many foreign 
countries. We not only function in these countries through the suf- 
ferenee of the respective leaderships, but we are in constant competi¬ 
tion with other technological powers who seek these same resources 
and markets. 

And we are sometimes subject—as we were in the case of the Re¬ 
public of Korea—to political pressures which we cannot always suc¬ 
cessfully resist. These pressures were even more intense than those to 
which many American corporations were subjected in the traumatic 
and scarring 1072 American Presidential election. 

From the vantage of hindsight, and sitting as I am in the witness 
chair, I seriously question whether my judgment as to these contribu- 



9 


tions was sound or correct, I felt at the time, and under the pressure 
applied that I had taken the right course in order to preserve our in¬ 
vestment and our shareholders’ interests. But irrespective of the pro¬ 
priety of my action, what is done is done. And there remains nothing 
that I can how do other than to report to you and to the American 
people exactly what was done and how and why it was done. 

The responsibility is mine and I accept it. I regret that these de¬ 
cisions have brought pain to the distinguished board of directors with 
whom I am privileged to serve; embarrassment to the stockholders of 
my company for whom I am proud to work, and anguish to the many 
people whom we employ and with whom wo do business all around 
the world. This is a sorrowful chapter in Gulf’s long and otherwise 
productive and constructive history of achievement. 

"- S N--* 

TIIE $1 MILLION CONTRIBUTION TO TIIE REPUBLIC OF KOREA 

Let us return, now. to the M million in political contributions which 
were made to the Democratic Republican Party of the Republic of 
Korea. That amount represented two separate political contributions, 
each in connection with a forthcoming national election. The first 
contribution was in 1966. in the amount of $1 million and the second, 
in 1970. in the amount of $6 million. 

As you all know, following the Korean conflict, the Republic of 
Korea went through a period of economic and political strife. This 
struggle was still continuing when Gulf was asked to participate in 
the ownership of a substantial industrial facility in Korea, which rep¬ 
resented the largest foreign private investment in that country. 

This came about with the encouragement of the U.S. Government. 
Korea was given assistance through AID loans, to participate in joint 
ventures with Gulf, and our Government, through OPIC, provided 
insurance for our investments in Korea in order to further encourage 
our participation. 

At the same time, the U.S. Government had urged that Korea fully 
establish itself as a democratic society by holding national elections 
similar to the election process in this country. Faced with a multi- 
party political system, the Koreans either quickly recognized, or took 
advantage of the need to raise substantial funds in order to conduct 
national elections. The leaders of the governing political party in 
South Korea determined that this could he accomplished by exerting 
severe pressure for campaign contributions, on foreign companies 
operating there. 

It was this background that gave rise to the demand, in 1966. that 
the company make a substantial contribution to the campaign of the 
Democratic Republican Party, which was then and still is the ruling 
party in South Korea. Our investigation indicates that the demand 
was‘made by high party officials and was accompanied bv pressure 
which left little to the imagination as to what would occur if the com¬ 
pany would choose to turn its back on the request. At that time the 
company had already made a huge investment in Korea. TVe wore ex¬ 
panding and were faced with a myriad of problems which often con¬ 
front American corporations in foreign countries. I carefully weighed 
the demand for a contribution in that light, and my decision to make 
the contribution of $1 million was based upon what I sincerely con- 



10 


sidered to be in the best interests of the company and its shareholders. 

In connection with the 1971 national election, the pressure for a 
political contribution intensified considerably. Officials of the Demo¬ 
cratic Republican Party insisted that the company contribute $10 
million. This request was transmitted to the company's area manager 
in Korea by Mr. S. K. Kim, who was financial chairman of the Demo¬ 
cratic Republican Party, as he had been in 1906. I was advised in 
Pittsburgh of the request. A short while thereafter I had occasion to 
be in Korea and witnessed, first hand, the pressure being exerted by 
officials of the Democratic Republican Party. At that time I had 
heated discussions with officials of the party and flatly rejected both 
the intensity of the pressure being applied, and the amount demanded. 
In response to mv position, the $10 million request was subsequently 
changed to $0 million, to which I acquiesced, believing that the con¬ 
tribution would be in the best interest of the company. 

Although each of the contributions came from company funds in 
the United States, the transfers were recorded as an advance to 
Bahamas Exploration Co. Ltd., where they reflected on the books and 
records of Bahamas Exploration Co., as anexpense. 

VIOLATION OP KOREAN STATUTE 

I would like to make it clear, that insofar as I was concerned, both 
payments to the Democratic Republican "Party of the Republic of 
Korea represented political contributions to that party. Tb my knowl¬ 
edge the company never asked for nor received anything in return 
for the contributions except, perhaps, the unfettered right to con¬ 
tinue in business. I believed, at the time, that such contributions 
were both proper and legal under both American and Korean law. I 
have recently been advised that they were, in fact, in violation of a 
Korean statute, 

OTHER TRANSACTIONS INVOLVING KOREA 

In addition to the contributions which I have just described, there 
were several other transactions involving Korea which recentlv came 
to light and which the review committee is investigating. There is 
every indication that these transactions do not even remotely approach 
the magnitude of $4 million, and may ultimately be determined to 
be funds paid in connection with perfectly proper and lawful com¬ 
mercial transactions. 

In addition, we recently became aware of a small amount of funds 
that was kept in a special account in Korea during the years 1972 
through 1974. These funds represented amounts paid, under a common 
practice of banks in Korea, as additional interest for the deposits 
in those banks. Since the banks do not reflect these payments on their 
lnioks, they require the recipients likewise not to do so. Rather than 
forgo the* payments, the company personnel in Korea apparently 
maintained the funds in a special off-balance sheet, but fully docu¬ 
mented account. These funds were used, from time to time, for pay¬ 
ment to off-duty police to provide needed security for the company's 
facilities, and for other purposes. This fund will be likewise the 
subject of investigation by the review committee. 

Now, as to additional foreign contributions. 



BOLIVIAN CONTRIBUTIONS 


There were three instances of political contributions made in Bo¬ 
livia. The first such involved the lease and subsequent purchase of 
a helicopter for the late General Rene Barrientos^ who became Presi¬ 
dent of Bolivia in 1966. During that year, and while General Barrien¬ 
tos was campaigning for the Presidency, the company was urged to 
make a,helicopter available for his use and the lease payments during 
a short period of time were paid for by the company. When the lease 
expired, General Barrientos, who in the meantime had been elected 
to the Presidency of Bolivia, insisted on the continued use of the 
helicopter. In response to continuing pressure, we worked out an 
arrangement with the manufacturer of the helicopter whereby it was 
purchased for General Barrientos. The amount involved, both with 
respect to the lease payments and the purchase price, was approxi¬ 
mately $110,000. This payment was made from checks drawn on a 
bank account maintained by Bahamas Exploration Co. 

There are two other instances whereby, following a demand by Gen¬ 
eral Barrientos, corporate funds were given to members of his political 
party. I do not have precise details regarding these payments, and the 
matter currently is being investigated by the review committee. How¬ 
ever, it seems that the first payment was in the apparent amount of 
$240,000 and the second payment was $110,000. At this stage of the 
investigation, I am unable to report to you the circumstances giving 
rise to this transfer, but I am confident that details will be forthcom¬ 
ing. As in the case of the payments made to Korea, each of these pay¬ 
ments was recorded as an advance to Bahamas Exploration Co. and 
reflected on the books and records of that subsidiary as an expense. 

FUNDS FOR THE PUBLIC EDUCATION PROGRAM RE ARAB/lSRAELI DISPUTES 

A further charge in the amount of $50,000 also appears in the books 
and records of Bahamas Exploration Co. in 1970. Here again, the 
payment is being investigated by the review committee, but it appears 
that the amount was made available through the First National City 
Bank, Beirut, Lebanon, for the purpose of helping to defray the ex- 

E enses of a public education program endeavoring to bring about a 
etter understanding in America of the Arab-Israeli conflict. 

FUNDS INVOLVING ITALY 

Beyond what I have attempted to describe in some detail, I would 
also like to point out that in early 1975, and as a result of the imple¬ 
mentation of stricter controls and procedures adopted by the company, 
our independent certified public accountants disclosed certain areas 
of inquiry which may indicate further use of corporate funds for po¬ 
litical purposes abroad. Since that disclosure, the review committee 
and the company have been actively engaged in an investigation of the 
matters to determine whether or not there was any impropriety. I 
would hope that this committee would bear witli us while this investi¬ 
gation is continuing so that reliable information can be offered to you 
rather than to engage in speculation. I will say that some of these 
expenditures involve Italy. However, I do respectfully request that in 



all fairness, the investigation should be permitted to proceed so that 
reliable information can be obtained, and informal judgments reached, 
rather than to engage in premature conjecture at this time. 

THE BAHAMAS EXPLORATION CO. 

Gentlemen, you have heard much about the Bahamas Exploration 
Co. I wish to emphasize that none of the members of the Gulf board 
had any knowledge that it was used to transmit political contribu¬ 
tions and related expenses. The aboard first learned about it sometime 
after July 1973, and I will now tell you what that is about and how 
it worked. 

Bahamas Exploration Co. was incorporated in 1944 and was orga¬ 
nized to acquire exploration licenses in that area of the world. Al¬ 
though it was determined later that there was little expectation of 
finding crude oil in the Bahamas, the company continued to hold the 
exploration licenses. 

Our investigation discloses that starting in 1960, Bahamas Explora¬ 
tion Co. was used—for bookkeeping and accounting purposes—to 
transfer funds for use as contributions, gifts, entertainment, and 
other expenses in the United States. The funds were transmitted to 
a bank account established in the name of Bahamas- Exploration in 
Nassau, Bahamas. The total amount of funds deposited from 1960 
through December 31,1972, was $5,201,798.96. 

The funds transmitted to Bahamas Exploration were deposited in 
the bank account and entered as deferred charge which was written 
off as expenses during the current year. The transfers, which initially 
were in the form of intercompany advances, were treated as capital 
contributions to Bahamas Exploration by Gulf. 

PAYMENTS FOR HELICOPTER 

With the exception of approximately $110,000, it appears that all 
of the money deposited in and withdrawn from the Nassau bank 
account during this entire period was used in the United States. This 
$110,000 was withdrawn by four checks made payable to Fairchild 
Hiller Corp., for the lease and purchase of the helicopter of which 
I told you earlier. 

Except for the helicopter, the funds which were used for contribu¬ 
tions, gifts, entertainment or other expenses abroad were recorded on 
Bahamas Exploration’s books merely for accounting purposes. The 
moneys were never deposited in the Nassau bank. Again, the foreign 
transfers were treated as an advance, reflected as deferred charges and 
expenses on Bahamas Exploration’s records and treated as capital 
contributions by Gulf. 

THE REPORT OF THE SPECIAL REVIEW COMMITTEE 

Mr. Chairman and Senators, the special review committee has under¬ 
taken to file with the Securities and Exchange Commission and the 
court, a full report and it will be made available immediately upon its 
completion. The report, we expect, will fill in the gaps and complete 
the inquiry. We ask that 3'ou bear with us until it is available. 
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You have our complete assurance that every effort is being made to 
prevent any recurrences of these activities. We are taking very strin¬ 
gent measures—all possible steps—to assure that this will never hap¬ 
pen again. The harsh lessons we have learned are indelibly etched m 
our minds. They will fortify our determination and commitment. 
This is the ultimate control. 

RECOMMENDATIONS FOR LEGISLATION 

But you can help us, and many other multinational companies which 
are confronted with this problehi T by enaeting legislation which would 
outlaw any foreign contribution by an American company. Such a 
statute on our books would make it easier to resist the very intense pres¬ 
sures which are placed upon us from time to time. If we could cite our 
law which says that we just may not do it, we would be in a better 
position to resist these pressures and to refuse the requests. 

Gulf has been an important-factor in the economy of our country 
through its operations, both here and abroad. Our morale, our vigor, 
and our very future, as a significant force in the American business 
community, will in large measure rest upon a constructive and under¬ 
standing treatment of this problem. 

I thank you for your patience and courtesy today. The officers and 
more than 50,000 employees of Gulf have gone through a very searing 
and bitter experience. Our directors are determined that we will never 
suffer this trauma again and we look to you for leadership and legisla¬ 
tive support. 

Thank you very much. 

THE PURPOSE OF THE SUBCOMMITTEE’S INVESTIGATION 

Senator Church. Mr. Dorsey, this has been a dismal story you have 
told. You know it; we know it. But I think you have done the right 
thing in coming before this committee and .making the kind of forth¬ 
right disclosure that you have made this morning. 

When this matter first surfaced as a result of the investigation of 
the Securities and Exchange Commission, and the focus thatnas since 
resulted in the press, it made itlmperative, I believe, that you bring 
to this committee, as you have this morning, the full and particular¬ 
ized disclosures that you have made, and for that I commend you. 

As you have rightly observed, the purpose of this investigation is 
to determine if the Government of the United States can help in the 
future to bring an end to practices of this kind. That is the reason 
why we have undertaken this inquiry and that is the purpose we hope 
to serve. 

I will have questions, v other members of the committee will have 
questions. 1 

When this hearing got underway earlier this morning neither Sena¬ 
tor Symington nor Senator Percy were here. Before we go to the ques¬ 
tions it may be that they will have some preliminary remarks they 
would like to make. Senator Percy has so indicated. 

Senator Symington, do you have any comment you would like to 
make at this time ? 

Senator Symington. Not at this time, Mr. Chairman, thank you. 

Senator Churc^i. Then, the Chair recognizes Senator Percy. 

59 - 120—70 - 2 



REMARKS OF SENATOR PERCY 


Senator Percy. Mr. Chairman, I can understand Mr. Dorsey ? s di¬ 
lemma today and I know the agony of 50,000 employees and your 
directors and appreciate the problems presented to you. The Nation 
lias gone through a very traumatic experience in recent months and 
your own dilemma has been a very great one, indeed. I want you 
to know that we did deliberate long and hard alx>ut the wisdom of 
having open hearings. It was a unanimous decision by the members 
of the committee that the public interest in the long run and the 
national interest in the long run and free world interest in the long 
run would best be served by it; that the sunshine that we put on 
these events, the very fact that it could be brought out in the public, 
probably is a test of our system, just as Watergate was a terrible 
experience for all of us. This, too, is a very difficult experience. Two 
members of this committee, Senator Symington and myself have spent 
many, many years in industry. We both operated multinational corpo¬ 
rations. We both did business in countries all over the world, manu¬ 
factured abroad and distributed and sold abroad, so we have first¬ 
hand knowledge as to the problems involved, and I imagine both of 
us have been confronted with decisions through the course of 25 years, 
in my case, as I headed foreign manufacturing as a junior officer in 
tii© company before becoming chief executive officer. But we had to 
face those decisions and we aid each and every time and I discussed 
with my colleague in executive session on the record what my own 
experience was there and I had no hesistancy in so doing. 

The importance of the hearings that we are holding today by the 
Subcommittee on Multinational Corporations is really not to deter¬ 
mine whether Gulf Oil did or did not contribute to a political process 
abroad. Gulf Oil has already admitted publicly that it has done so. 
Nor is this hearing designed to investigate whether Gulf Oil, its offi¬ 
cers or directors, have committed an illegal act. There is no statutory 
prohibition against corporate political contributions abroad. The pur¬ 
pose of the hearing is to examine U.S. corporate business practices 
abroad and to attempt to ascertain the impact of these practices on 
U.S. foreign policy. 

Gulf Oil represents a case study of this issue just as ITT served 
this subcommittee as a case study of a corporation attempting to in¬ 
fluence U.S. policies tow ard Chile. Other cases such as United Brands 
and Northrop have been featured recently in the press. The alleged 
issues in the latter two cases are respectively bribery and kickbacks 
on sales. 

Some argue that the real damage done to the U.S. foreign policy 
is in the public revelation of these case studies. I disagree and every 
single member of this committee has disagreed. The real damage done 
is to the political and constitutional process of the recipient countries. 

Corruption is the dry rot of the capitalistic* system, or any other 
system for that matter. It rewards wealth, influence, and access. There 
is no market for talent or excellence. Leadership is selected on other 
criteria than competence. Certainly Cambodia and South Vietnam 
suffered heavily from this dry rot and our foreign policy suffered 
along with it. And it was that internal dry rot that brought about 
the collapse of those governments because simply they would not and 



could not be supported by their citizens because it permeated through¬ 
out society there. 

It is not in our national interest to foster corruption in other coun¬ 
tries nor to condone it. However, we cannot play ostrich. Corruption 
is present and institutionalized in many of the countries with whom 
we deal. Civil servants are underpaid on the assumption that thev are 
going to make it up elsewhere, and they are really expected to do so, 
politicians-CQnsider their post as high-risk employment and want what 
they consider just compensation. This is not just a fault of others, 
we have it here in the United States also. And I only need remind 
myself that I have lived in Cook County for over a half century and 
have seen it under both Republican and Democratic administrations 
rampant in Cook County, Ill., and we are not proud of it one bit. 

The remedy is not pillory of U.S. corporations who must work in 
this environment if they wish to do business. Maybe we ought to 
have legislation, and I was very, very proud indeed and pleased that 
you saw fit to come forth with a very straight-forward recommenda¬ 
tion in this regard. I wonder what ure would do as members of the 
Senate if we did not have an absolutely clear regulation that no gift 
can be accepted by us or by any member of the U.S. Government in 
excess of $50 in value. The clarity of this regulation leaves no equivo¬ 
cation whatsoever and leaves no hesitancy in my mind, as I have 
turned back gifts that have been offered to me by governments around 
the world. To them it is a very small token and they put it in a token 
value, but when the value is $51 it goes back and the law makes it 
very clear and there can be no hurt feelings or misunderstandings 
about it. 

But, indeed, that is one of the questions as to whether we should have 
such legislation now affecting political contributions abroad. 

Your testimony has been extraordinarily helpful in that regard. 
I hope these hearings will help us answer the question whether or not 
legislation of any type is needed in this area. 

I also hope w r e can discover how pervasive such practices are, how 
many U.S. companies feel compelled .to deal in this type of fashion 
in order to conduct business abroad. To blind ourselves to the fact that 
such practices exist can only perpetuate them. I think it would be 
in the best interest of the U.S. Government, U.S. companies and indeed, 
host countries to bring these practices right out in the open. If they 
are known, our Government can make direct representation to other 
governments on behalf of U.S. companies and other countries can 
hopefully be stimulated into taking corrective measures. The truth 
may not always make one free but it can hopefully prevent perpetual 
enslavement to a system that thrives on secrecy and darkness. 

I think in closing, I would like to, because of the excellent quota¬ 
tion that our distinguished chairman put into the record this morn¬ 
ing, wdrich certainly would be hard to improve on—Justice Brandeis 
in 1914 had this to say: 

Publicity is just commended as a remedy for industrial disease. Sunlight 
is said to be the best disinfectant. A corporation avoids conduct that will prove 
embarrassing if disclosed; the possibility of future disclosure constitutes a 
major element in shaping current decisions. 

I think to bring sunlight to bear, to demonstrate and prove our 
system, will require that we do so and that even when there are activi- 
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ties that we are not proud of, at least the process is such we can bring 
it to bear, and we are strong enough and tough enough to be able to 
resist it, whatever harm it may do, to overcome it, and then $50 about, 
setting about to see that we correct it in the future, and I think your 
contribution this morning has been extraordinarily helpful to us. 

COMMENTS BY SENATOR CHURCH 

Senator Church. Thank you very much, Senator Percy. It had 
been contemplated, Mr. Dorsey, that the information you have volun¬ 
teered would be asked for and extracted, if you will, through a series 
of detailed questions. Most of those questions are now unnecessary 
though there are some we could ask. 

I will not press you to speculate on those areas to which you re¬ 
ferred where an investigation is now underway. You have given us 
your pledge when that information is available it will be supplied to 
this committee, and I agree with you that it would not serve anyone’s 
interest to speculate on what is not now known. I am assured from 
what you have told us you will give us a full disclosure of anything 
else that may emerge. 


THE KOREAN CONTRIBUTION 

Now, going to the Korean case. You mentioned on page 11 of your 
testimony; r 

As you all know, following the Korean conflict the Republic of Korea went 
through a period of economic and political strife. This struggle was still con¬ 
tinuing when Gulf was asked to participate in the ownership of a substantial in¬ 
dustrial facility in Korea, which represented the largest foreign private in¬ 
vestment in that country. 

This came about with the encouragement of the U.S. Government. 

Korea was given assistance through aid loans, to participate in joint ventures 
with Gulf, and our Government through OPIO, provided insurance for our in¬ 
vestments in Korea in order to further encourage our participation. 

I think that is an accurate statement of the situation at the time. 

What I would like to know is, inasmuch as the U.S. Government was 
then engaged in a very large aid program for the Government of 
Korea, arid inasmuch as some of that aid money furnished Korea by 
the American Government was to be used in this project, there was a 
clear Government interest involved. 

Furthermore, through OPIC the Government of the United States 
had undertaken to insure your investment against various hazards r 
including the hazard of expropriation. 

ROLE OF THE AMERICAN EMBASSY 

That being the case, did you at any time while the conversations 
were underway with the Koreans involved, and before any money 
was paid over to the political party, advise the American Embassy 
of the Korea demand for money f 

Mr. Dorsey. No, sir, I did not. 

Senator Church. Why did you not ? 

Mr. Dorsey. Well, I suppose it goes back to a sort of a lifetime habit 
of our lifetime experience of having received very little help from the 
State Department and the American Government in foreign en- 
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deavors and very often finding they had very little interest and would 
just as soon as not talk to us. This was not true in Korea, I hasten to 
add. The AID people there were extremely helpful. I think they are 
probably among the most able State Department people I have ever 
known. And we had during these times that I was associated in Korea 
excellent ambassadors, but it never occurred to me to go. I suppose 
it was a lifetime habit or maybe I was basically ashamed of what was 
going on, I do not know. 

PRESSURE FROM THE KOREAN GOVERNMENT 

Senator Church. On page 12 of your statement you say: 

The leaders of the governing political party in South Korea determined that 
this could be accomplished by exerting severe pressure for campaign contribu¬ 
tions on foreign companies operating there. 

To your knowledge, was such pressure exerted against other foreign 
companies besides Gulf ? 

Mr. Dorsey. No, not to my certain knowledge. The only reason I 
would have to think it might be is that the fundraiser for the party, 
who was the man with whom I dealt, made it clear to me and made it 
very clear to other Gulf people with whom he had talked before he 
talked to me, that this favor* was being distributed equally among all 
investors and surely others would be, and, of course, as always in 
fundraising there is always a broad implication that the other chap 
has, whether it is true or not. The rules of the game are you do not 
ask but the strong implication was they had. These things are not 
quite that straightforward, they are always veiled. 

Senator Church. Yes. But would it be fair to say that, and would 
it be accurate to say that, in your exchanges with the Koreans in¬ 
volved you were left with the impression that other companies were 
also making contributions or also being approached for the purpose 
of soliciting contributions ? 

Mr. Dorsey. That is correct. 

PURPOSE OF BAHAMAS EXPLORATION CO. LTD. 

Senator Church. On page 13 of your statement you have testified 
as follows: 

Although each of the contributions came from company funds in the United 
States, the transfers were recorded as an advance to Bahamas Exploration 
Company Limited, where they were reflected on the books and records of the 
Bahamas Exploration Company as an expense. 

And further on in your statement, on the bottom of page 19, you 
say, with further reference to the Bahamas Exploration Co., Ltd.: 

Except for the helicopter, the funds which were used for contributions, gifts 
and entertainment and other expenses abroad were recorded on Bahamas Ex¬ 
ploration books merely for accounting purposes. The monies were never deposited 
in the Nassau bank. 

CONCEALMENT of funds 

Now, the accounting purposes is really a way of saying that the 
funds were handled this way in order to conceal the actual use to which 
the money was put: is that not true ? 

Mr. Dorsey. I think that is an accurate statement, yes. 



THE PUBLIC EDUCATION FUND 

Senator Church. On page 17, you have testified, I will read the 
whole paragraph: 

A further charge in the amount of $50,000 also appears in the books and records 
of the Bahamas Exploration Co. in 1970. Here again the payment is being 
investigated by the review committee but it appears that the amount was made 
available through the First National City Bank, Beirut, Lebanon, for the purpose 
of helping to defray the expenses of a public education program endeavoring to 
bring about a better understanding of the Arab-Israeli conflict. 

Can you give us any further details about that public education 
program and just what its objectives were ? 

The language you use is rather general here and I am wondering if 
you can give us further particulars. 

Mr. Dorset. I would give you my general impression. I can get 
details for you. But my general impression is that at that time there 
was a feeling among the Arab countries and the Arab leaders that the 
Arab position in this entire matter. Middle East matter, in the conflict 
with the Israelis was not understood. The Arab position was not 
understood in the United States. 

And my impression is that they felt that there should be launched 
a public relations campaign, the usual kind of thing, find yourself a 
public relations man in New York and get favorable articles in news¬ 
papers, I suppose, and get TV coverage and whatever, to tell their side 
of the story. 

That is my general impression but I could get you more details, if 
you like. 

Senator Church. I think that clarifies the objective. 

The question that I have is why could not the Arabs pay for their 
own publicity campaign in the United States ? 

Mr. Dorsey. It is a very good question. There is no reason why they 
could flot. 

Senator Church. They certainly do not lack the money. 

Mr. Dorsey. They do not lack the money. I do not know why and I 
would just as soon liot speculate on why they did not. 

Senator Church. Well, is it true that other oil companies funneled 
money through the Gulf Co. in this particular enterprise? 

Mr. Dorsey. I do not know that. I certainly would doubt it. I would 
presume that whoever was making the approach made it equal to all 
companies. I do not think we took a lead in it. I think we simply were 
contributors, 

CONCEALMENT OF FUNDS FOR ARAB PUBLICITY CAMPAIGN 

Senator Church. Would it be fair to say that the contribution made 
by Gulf for purposes of financing the Arab publicity campaign in this 
country was concealed and that arrangements for making this money 
available were for the purpose of concealing it ? 

Mr. Dorsey. I do not really know. I was not aware of this at the 
time it was done. I am not sure whether there was an attempt to con¬ 
ceal it or not. I think you can reason that there was Ur it would not 
have gone through this account. 

Senator Church. The account suggests a purpose of concealment 

Mr. Dorsey. Yes. 



Senator Church. Is this the first time that you have made a public 
disclosure of this particular expenditure ? 

Mr. Dorsey. I am not sure at all. It has only come to my attention 
because of the investigation and it was an additional amount of money 
that did go through the Bahamas Exploration account. In an attempt 
to be perfectly candid, I am talking about that, f do think that if there 
has been any publicity given to it before, it is not a very large amount 
of money. 

THE ARAB INFORMATION LEAGUE 

Senator Church. Do you know whether the money went to the Arab 
Information League in Dallas? 

Mr. Dorsey. No, I do not. My impression is it was a Middle East 
request, that the request was made in the Middle East, but I am not 
sure of that. If you want more information I will be glad to find it 
for you. 

Senator Church. If you could furnish us with more details, that 
would be appreciated. 


LEGISLATION AND ITS EFFECTS 

I will turn to other members of the committee, to this final state¬ 
ment that you have made in your prepared testimony this morning. 
You have said, 

But you can help us, and many other multinational companies which are con¬ 
fronted with this problem, by enacting legislation which would outlaw any for¬ 
eign contribution by an American company. Such a statute on our books would 
make it easier to resist the very intense pressures which are placed upon us 
from time to time. If we could cite our law which says we may not do it, we 
would be in a better position to resist these pressures and to refuse the requests. 

Having had much experience in dealing with the problem you have 
described to this committee today, do you believe that had such a law 
been on the books you would have been in a greatly stronger position to 
resist the demands that were made upon you in Korea ? 

Mr. Dorsey. There is no doubt of that. No doubt of that. 

Senator Church. And do you think that the long-term interests of 
American-owned multinational corporations would be furthered and 
their acceptability in foreign lands would be strengthened if such a 
law were enacted ? 

Mr. Dorsey. Well, I certainly agree that the long-term interest of 
American companies that operate abroad, that their interest would be 
enhanced and their situation would be improved by such legislation. 
As to their acceptability in foreign countries, I would not have any 
comment on that. You do not really go into countries based on that; 
there are other factors that determine. 

VULNERABILITY OF THE MULTINATIONAL COMPANIES 

Senator Church. Would you worry or do you think that the fact 
that other governments might not impose similar restrictions upon 
their multinational companies would constitute a serious disadvantage 
to American companies competitively should the law be changed as 
you suggested? 
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Mr. Dorset. I would only speak for the multinational oil companies. 
I would doubt it because basically, the competition in worldwide oil 
has been among seven companies and five of which are U.S.-based 
companies. Ana I think that that being so, five out of seven, that if 
they were all under the same constraints and basically, too, the same 

J ihilosophical approach to the problem, that it would solve the prob- 
em. I ao not think that two foreign oil companies, I mean non-U.S. 
oil companies, would have any particular advantage over us, because 
there again are many, many things that are determining. 

You see, you do not go into a country, at least we do not, and con* 
trary to popular opinion, I doubt if many people do, on the basis of 
bribes and corruption in the first place. I think you go in because 
you are invited. I think you go in because there are opportunities for 
you there, that you go in most of all because you are needed. If you 
are not needed in the country there is no point m your being there, and 
you will not make any money anyway. 

So you do not go into these situations to make political contributions 
or to have people request them or to have people request anything, but 
it sort of flows along as you get more deeply involved and as your 
investment gets greater you tend to run into these thing's. 

Senator Church. The truth is, is it not, that once the investment is 
made and a great deal of money is then at stake, the position of the 
company becomes more vulnerable to pressures of this kind ? 

Mr. Dorset. Yes, of course. Our history in Korea would indicate 
that where we started out with an initial $25 million investment and 
one time had an investment of as much as, I think $350 million. 

Senator Church. And the demands went from $1 million contribu¬ 
tion to $3 million and then $10 million, did it not? 

Mr. Dorset. That is true. 

Senator Church. The next round? 

Mr. Dorset. That is true. 

Senator Church. Senator Symington. 

Senator Stmington. Thank you, Mr. Chairman. 

Mr. Dorsey, I am sort of new on this subject. 

DOMESTIC CONTRIBUTIONS 

To go back to the first page of your statement, if I may for a 
minute. You say that, “from Mr. Cox’s statement I learned for the first 
time that our then Washington vice president made certain contribu¬ 
tions to the Committee to Re-Elect the President.” It happens the 
gentleman in question who was representing you is a friend of mine 
and I have always considered Kim an honorable man. 

How would he be able to have these millions upon millions of 
dollars without vour knowledge as president of the corporation? 

Mr. Dorset. Well, that is a question I have been asked by the 

Special Prosecutor and bv others and- 

Senator Stmington. I am not a Special Prosecutor, I am only a 
Senator. I am just asking for information. 

Mr. Dorset. I have been asked the question before and I can only 
sav that it appears from the investigation, very thorough investiga¬ 
tion that has been made, that in 1960, or maybe the year before, that 
an arrangement was made by the people that were running the com- 
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pany at that time, to where these funds could be made available for 
those political purposes, and the authorities were established and the 
mechanism was established, and it simply was like any other authority 
that gets established in a company. And there are thousands of au¬ 
thorities, if not hundreds of thousands. And this one kept right on 
going and everyone that was involved in it, quite apparently from 
the mvestigation that has been made since, was acting within his 
authority and within the authorities that had been given to him, and 
it simply went on until it was revealed in 1973. 

I would simply point out-— 

Senator Symington. I am only asking. In other words, as I under¬ 
stand, it was something set up and never divulged to you until you 
came in as president? 

Mr. Dorsey. That is correct. 

Senator Symington. How was it expressed on the balance sheet 
you would sign when you put out your earnings statement to your 
stockholders? 

Mr. Dorsey. I presume it was, I do not know that it Was, obviously 
not revealed. 

Senator Symington. Did you put it under the heading of misceh 
laneous? i 

Mr. Dorsey. Miscellaneous expense. 

Senator Symington. And there were no questions about whal^t this 
miscellaneous expense was for ? 

Mr. Dorsey. Senator, this was a relatively small amount of money. 
During this period of time I think the company did some $60 or $f0 
billion worth of business in that 15-year period and $10 million is 
not really a very large amount of money, it does not stand out. 

Senator Symington. $5 million? 

Mr. Dorsey. Well, the $5 million I knew about. I am only talking 
about the portion that came into the United States of which I had 
no knowledge. 

Senator Symington. I thought that was about $5 million. 

Mr. Dorsey. It was about $5 million, yes, sir. 

KOREAN PAYMENTS 

Senator Symington. Well, going on to the question of Korea. For 
reasons that are not important, I have been involved with that over 
some period of years. As I get it, about 80 percent of the money that 
you felt necessary to pay off the people in order to get a better corpo¬ 
rate position went to Korea; is that about right? 

Mr. Dorsey. $4 million out of $5 million. 

Senator Symington. And yet you were doing business with, I think 
your statement says, 70 different countries ? 

Mr. Dorsey. Yes. 

Senator Symington. You did not have to pay any money to other 
people in any amounts in other countries ? 

Mr. Dorsey. Well, I have revealed in my statement everything I 
know, everything the investigation has brought out, and I rather think 
it is basically a complete statement. 

I would be more surprised than anyone else if there were any largfr 
amounts of money that have not been revealed,'although I still say 
the investigation is ongoing. 
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THE PERCENTAGE OF GULF'S BUSINESS IN KOREA 

Senator Symington. Well, everybody knows that Gulf is a great 
corporation and I was wondering wnat percentage of business did Gulf 
do with Korea as against its worldwide business ? 

Mr. Dorsey. In any one year, I would think that it would be basically 
during that period or time it would have been probably in the nature of 
$200 million a year out of a total of $6 or $7 billion, something of that 
magnitude. 

Senator Symington. So you would be paying 80 percent of what you 
had to pay in holding down these political people for less than, $200 
million out of $6 billion ? 

Mr. Dorsey. That is true. 

Senator Symington. Three percent or something like that of your 
business it cost out of 80 percent of what you paid out in this fashion. 
Is that correct? 

Mr. Dorsey. Yes, sir, I have not thought about it that way but it is 
quite correct. 

OTHER COUNTRIES* CUSTOMS 

Senator Symington. Another line that interests me, on page 9 you 
say you know “mores, customs, standards, values, principles, and atti¬ 
tudes vary all over the world. What is immoral to some is perfectly 
correct to others. What is onerous to one culture may be perfectly 
proper and decent to another. What is unacceptable in one society 
mav be the norm in another.” 

Were you thinking of Korea when you said that ? 

Mr. Uorsey. Not particularly, although obviously, it was in my 
thoughts. But what I really had in mind in thinking about that were a 
number of rather interesting articles that have appeared in particu¬ 
larly the New York Times and Wall Street Journal over the past 2 
or 3 weeks, I think even adding to my information about the practices 
around the world and implying even that the Pentagon has written a 
paper instructing people how to get along, arms salesmen in foreign 
countries. These are good articles, I think that- 

Senator Church. This is a subject to which the committee is going to 
turn its attention. 

Senator Symington. The reason I asked that is that the next coun¬ 
try you talk about is Korea, and what worries me is that, as you know, 
and I think you will agree, that South Korea could not have been held 
up militarily without the support of the United States in the years 
when you were giving the money to support the government that was 
in power at that time. Is that a fair statement ? 

Mr. Dorsey. I am very aware of that and that is a very true 
statement. 

^ AID TO KOREA FROM THE U.S. 

Senator Symington. Did you ever appeal to the State Department 
or any other Government agency to suggest that perhaps they get a 
few more tanks or perhaps it was not ethnical if we were giving them 
all of the taxpayers’ money of the United States to help them defend 
themselves, or whatever the words would be, to put the bite on you to 
that extent? 



Mr. Dorsey. If I understand the question, I might rephrase it, 
that- 

Senator Symington. I wish you would, because I would like to be 
clear. 

Mr. Dorsey. You really are getting enough out of the United States, 
why don’t you leave us alone ? 

Senator Symington. Or could you not say to the U.S. Government, 
look, there is no reason we have to pa y a b ribe in order to be competitive 
in this country and inasmuch as 80 percent of our money is being given 
to a country that we are defending and we are only doing 1.3 percent 
business with that country, can you not help us out ? 

I will change the figure and make it accurate. 

THE SITUATION IN KOREA 

Mr. Dorsey. Well, it is very difficult after these years to create the 
atmosphere that existed in Korea at that time. 

Senator Symington. Have you ever talked to the State Department 
about it at all, until it was broken ? 

Mr. Dorsey. No. 

Senator Symington. Never have ? 

Mr. Dorsey. No, sir. 

Senator Symington. It was always a bribe situation with you and 
presumably the head of the Government of Korea, South, Korea ? 

Mr. Dorsey. The head of the political party, not the government. I 
make that distinction because I was dealing with a man- 

Senator Symington. Who was head of the political party at that 
time? 

Mr. Dorsey. S. K. Kim. I mentioned his name in my testimony. 

Senator Symington. I am sorry, I am not as much up on this as I 
should be. 

There is a great deal of other business that you do with other 
countries in other parts of the world, Far East and Middle East, but 
you do not have this problem with those other countries based on the 
$10 million figure; is that correct ? 

Mr. Dorsey. If I may, it really was a very different situation. You 
were dealing with people that literally, as you well know, were pulling 
themselves up by their bootstraps and doing an incredible job of doing 
it, and during the situation that I think- 

Senator Symington. Their bootstraps or our bootstraps? 

Mr. Dorsey. Senator Symington, I respectfully say that I have 
never known people that really did more for themselves in my life. 

Senator Symington. What people are you talking about ? 

Mr. Dorsey. The Korean people. 

Senator Symington. You are not talking about the money they 
got from you ? 

Mr. Dorsey. I am talking about their attitude toward work, their 
attitude toward education, attitude toward improving themselves. 

Senator Symington. I have the greatest respect for South Korea, 
do not misunderstand me, but I cannot understand why, with the ex¬ 
ception of South Vietnam or India or France or Great Britain we have 
given them aid, military and economic aid, more than any other coun¬ 
try in the world except South Vietnam. I do not see why,' unless there 



is something that has not come out, it was necessary for you to give 
them this additional under-the-table money to do business in Jthat 
country. I just cannot figure it out. 

Mr. Dorsey. Well, I do not see the relationship between our military 
spending in South Vietnam and anything we did. I presume military 
money goes for military purposes. I would only presume that. 

Senator Symington. And economic aid would go for- 

Mr. Dorsey. And economic aid- 

Senator Symington [continuing]. Economic purposes? 

Mr. Dorsey. But- 

Senator Symington. What do you think this money went for ? 

Korea’s use of the money 

Mr. Dorsey. Well, I can tell you exactly how it was put to me. It 
was put to me that here we are, a struggling young democracy, which 
is true, we have been encouraged by your country to emulate you— 
that may not be their words—and we are trying to have democratic 
processes. As you know, it takes money to run an election. That is the 
way they put it to me. As you know, we as a party have no real way 
of raising money as you ao in your country and we are, therefore, 
appealing to the business people, people who are doing business in 
our country, to raise this money, and without this money, we cannot 
accomplish the things that we are trying to accomplish. And I had 
substantial admiration for the government at that time, I thought it 
was doing a very good job, and they made a very cogent argument, I 
thought, but I do not see really any relationship between that and mili¬ 
tary or even other governments. 

Senator Church'. May I make an observation here, Senator Syming¬ 
ton ? Would you yield for that purpose ? 

Senator Symington. Yes. 

AMERICAN CONTRIBUTIONS ABROAD 

Senator Church. If other American companies in Korea did in fact 
make political contributions, which, as you have acknowledged, was 
contrary to Korean law, in these campaigns, in proportion to what 
Gulf made, then the American companies would have contributed be¬ 
tween $25 and $30 million to these campaigns, which is an awful lot 
of money for conducting a campaign, even as measured by the con¬ 
tribution of businesses for the conduct of a national election in the 
United'States. 

Furthermore, with respect to your comment that with all due credit 
given the key reasons for what they have done, they pulled themselves 
up by their bootstraps, over this period the Government of the United 
States contributed a total of $11,201 million to this small country in 
military and economic aid. So I suggest that Uncle Sam has handled 
one of those bootstraps awfully hard. Yet, by your testimony, despite 
the tremendous aid program that flowed into that country, at about 
$400 million a year, and despite the direct connection that the Ameri¬ 
can Government had with your particular investment, your aid money 
that it contributed and through insurance guarantees, Gulf never did 
tell the Government of the United States what was going on. The 
Embassy was never informed. Yet, you must have known the high 
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sensitivity of such a matter. You referred to it when you made your 
testimony to us this morning, severe political repercussions that are 
associated with any disclosure of this kind of contribution—sooner 
or later the truth comes out. So do you think it was a matter of na¬ 
tional interest to the United States to know that these practices were 
underway, that they involved amounts of money of this magnitude. 
Why did you not tell the Government of your own country ? 

Mr. Dorset. What you are saying sounds very reasonable today but 
this is a long time afterward. 

Senator Symington. If I may continue, I just had a couple more 
questions here. 


GUEF’s REJECTION OF KOREAN DEMAND 

You say that you visited Korea and there were heated discussions 
and you flatly rejected both the intensity of the measure being applied 
and the amount demanded, and in response to my position the $10 
million request was subsequently changed to $3 million, to which I 
acquiesced, believing that the contribution would be in the best in¬ 
terests of the company. 

So it was not the nature of the transaction, it was the amount of the 
transaction that was in your mind, is that correct ? 

Mr. Dorsey. Well, I do not know that was necessarily true. I would 
certainly rather hope the tiling would never be brought up in the first 
place or go away, but it did not go away, it was persistent, and the 
real problem, of course, was the amount of money, but it was more 
than that. 

Senator Symington. Well. I will finish my question. I am sure you 
arpji good American, but this whole situation is beginning to worry 
a great many people about what we have to pay not only in other 
countries but in this country. 

I noticed the name of the party, Democratic Republican Party. That 
covers a lot. There is not much left. It seems to me that everything 
♦we do in this country we do on the basis of national security. 

I do not know jf you read a book called, “Global Reach.” If you 
have not, I think you would be interested in it. 

Mr. Dorsey. Yes. 

Senator Symington. Have you read it? 

Mr. Dorsey. Yes, sir. 

Senator Symington. Have you read a book called, “Power Play” ? 

Mr. Dorsey. I have it but I have not read it yet. 

Senator Symington. I would hope that you would. I happen to be¬ 
lieve that where you get the most criticism when it comes to national 
security is that we have not got enough weapons to handle the possible 
chief enemv. But to the best of my knowledge, I think we have far 
more than is necessary. On the other hand, I think a sound economy 
and a sound dollar is just as important to national security as the 
latest weapon system. 

Now, you have a third situation which is coming into the picture, 
which is rather sad from the standpoint of this type and character of 
testimony, and that is the credibility of the people in the Government 
regardless of what party is in power. When you read of about 38 per¬ 
cent of the people voting in the last election, and one recently held in 
my State, 13 percent of the eligible voters voted. You can see that some- 



thing is happening as a result of the relationships between the various 
component parts that make up our system, and it worries us a great 
deal. 

I want to express my appreciation for your frankness this morning 
and I hope we can just get this story out. I think if there is any law 
that we can pass, we will do our best to try to improve this situation 
from the standpoint of new legislation. If you have any thoughts about 
any additional legislation that would help, in relationship to your vari¬ 
ous and vast investments abroad, I think the committee would ap¬ 
preciate them. 

Mr. Dorsey. Thank you. 

Senator Symington. Thank you for your courtesy. 

Thank you, Mr. Chairman. 

Senator Church. Senator Percy. 

philosophical questions 

Senator Percy. Mr. Dorsey, I would like to start with the broadest 
type of philosophical question but also one that enables you to assess 
the damages to date. 

If you were to turn the clock back, and if you had taken a firm stand 
against any request to make illegal contributions and simply said it 
was against the law of your land, and I am not going to do it and it is 
against our principles and we are not going to do it, and you can do 
what you want to to us but we are not going to engage in it, and if you 
had taken every reasonable step that you could, through the United 
States Government, and through threatening to make this public dis¬ 
closure in the country of the attempted solicitation, would you feel, 
looking back now, that possibly the damage, if you had taken that posi¬ 
tion, would be less to Gulf Oil Co.' than the damage that you have so 
forthrightly testified and the agony and experience you have gone 
through, all of your employees and your Board and yourself and your 
officers, the damage would be greater now, having engaged in these 
practices, than it would have been if you had just taken a firm stand 
and stood up to the pressure ? 

Is it possible to put a balance sheet down in retrospect now ? And I 
ask this question simpty because I think every company in America 
doing business abroad is watching this hearing-and will be looking now 
for advice and counsel from someone who has gone through the agony 
and borne the brunt of it. 


GULP IN RETROSPECT 

Mr. Dorsey. It is a very difficult question for me to answer because 
I suppose I have played both games or done both things. 

There have been many instances where our company, and I suppose 
many other companies, could have gotten favorable concessions, fav¬ 
orable positions, favorable treatment, had we made substantial cash 
contributions in Swiss banks. I mean, the opportunities to do this are 
manifold. 

We have never done that. We have never done that, to my knowl¬ 
edge, and I think that it is the sort of policy that I inherited. That ap¬ 
parently has been a loose policy but, nevertheless, a policy of the com- 
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E any for a long time. I think that that is probably a very logical policy 
ecause I think that there is no end to that. I think once you have suc¬ 
cumbed to what basically is blackmail, or where you basically cor¬ 
rupted, can be accused of corruption, there is no end to that because 
basically, these things only happen in countries where there is a sub¬ 
stantial political instability. 

Senator Percy. Going back to the question, if you could turn the 
clock back now, knowing the damages to your company because of this 
disclosure, would you feel Gulf would have been better off if it had 
taken a firm position it would not engage in any such illegality or im¬ 
moral activity, knowing what I know today I would have run whatever 
the risks were at that time and suffered what business you may have 
lost? 

Mr. Dorsey. Yes, sir. 

Senator Percy. Could you have fought it in another way rather 
than just caving in? Could you have through the State Department, 
through public disclosure, through getting tough yourself and tough¬ 
ing it out with these people who were putting pressure on you, do you 
think you could have minimized and cut down the damage ? Was there 
any attempt to work with other American companies or other multi¬ 
nationals, whatever their origin, to see together if you could not stamp 
out this practice, because you are bidding against each other, in a 
sense? 

Mr. Dorsey. No; we did not talk to any other companies and I 
doubt if we would do that under any circumstances. 

As far as the American Government is concerned, you know until 
very recently, it may be a bit of overstatement, but not too much, to 
say* that most American companies that went abroad and made sub¬ 
stantial investments basically did it on their own, and as far as the 
U.S. Government was concerned, they were sort of like motherless 
children, they had to make their own way in the world, and I would 
point out to you the oil companies were encouraged by this Govern¬ 
ment after World War I to go abroad to get our stake in the Middle 
East, to do all these things. Immediately after we got there we were 
entirely overlooked, forgotten, or I could argue discriminated against. 
And in my own experience of working abroad, I can tell you that the 
U.S. State Department until very recently, and the U.S. Congress 
either, had damn little interest in our welfare. All at once everybody 
is concerned about us, they want to help us, but it is a little bit late. 
We have lost almost what we have had abroad. What we have not lost 
we will very shortly. 


state department help 

Senator Percy. When was the last time you went to the State De¬ 
partment as a company and presented a problem to them and said 
give us your help in this area ? I am talking in the general area of 
political pressure and individual pressure on you for contributions, 
illegal or immoral. 

Mr. Dorsey. Well, I would say that the first time we have had any 
encouragement to come to the State Department has been over-the 
period of the last 2 or 3 years. 



Senator Percy. When was the last time you actually did go, though 
you said in the past, in your earlier testimony, you said you really 
did not go to them because you did not get any help before that, im¬ 
plying you did go at one time. 

When did Gulf Oil or any officer or employee of Gulf go to the 
State Department and ask for help in this regard ? 

Mr. Dorsey. The last time ? 

Senator Percy. Yes. 

Mr. Dorsey. I am sure that it would have been within the last few 
months. 

Senator Percy. And what kind of help did you get? What kind 
of position did they take ? 

I am looking to reference your earlier comment that you did not 
go to the State Department in response to a question put to you be¬ 
cause you say that you felt you would get no help whatsoever based on 
your past experience. ^ 

What was that past experience, when was it, and who was it that 
you contacted and what did they say to you that discouraged you from 
taking the large cases, $3 million and so forth, at the time they oc¬ 
curred in 1966 ? 

THREATS OF LOSS OF FOREIGN ASSETS 

Mr. Dorsey. Well, let me go back and answer your first question. 

Over the past 3 or 4 years we have been obviously threatened with 
a loss of all of our foreign assets or at least our foreign production. 
The State Department has taken a very active interest in what is 
going on and has invited us in and we have gone to them on our own 
many times to seek their help, to talk to them, to do what we could, 
but I say before that, if I were in a given country around the world 
and you had an investment there, and you went to the Ambassador of 
that country with a problem you thought legitimate, I would say over 
the 20 or 30 years of my foreign experience you were very unlikely to 
get a verv receptive answer or any expression of interest on his part 
so, therefore, you sort of get in the habit of not going, or when you 
go you get platitudes. So I would think it has been only in the last 
3 or 4 years this has changed. 

Senator Percy. Pretty hard to get a platitude, though. I was given 
a gift above $50 in a country, I took it right to the American Ambassa¬ 
dor and said, this is a diplomatic problem, you figure out how to get rid 
of it, and he took it right back to the person who gave it to me without 
any if’s, and’s, or but’s. I figured he ought to figure out how to best do 
it so as to least offend the person, and he did. It was his job and he has 
done it before. 

When you were pressured for $3 million, $10 million, to start with, 
would that not have been a significant enough thing to have talked to 
the ambassador in Korea? Who was ambassador at the time—Phil 
Habib? 

Mr. DopsEY. Habib was not there in 1966. 

Senator Percy. Did yon not feel that there was an ambassador of 
competence you could have taken that problem to and discussed it with 
him? Because your statements are very demeaning of the State De¬ 
partment. It is hot the State Department I have worked with and dealt 
with for 25 or 30 years in doing business abroad as well as a Senator. 
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I found them reasonably responsive and understanding and helpful 
arid practical about how you go about it. 

Mr. Dorsey. Well, I simply regret that that really has not been my 
experience over a long, long period of time, although I would hasten 
to add that Phil Habib, in my opinion, was an outstanding man when 
he was in Korea, he was very helpful, and I have made that exception 
that we did get irom the AID in Korea, we got a great deal of help. 

To answer your question, I can only say tlr ~: I do not know, I sup* 
pose at first the decisionmaking process says tney have got us and we 
nave got to make the best deal we can, we have got to pay. I suppose 
I then reasoned that to go to the ambassador of the United States and 
to acquaint him with the fact that we feel we must, would have been an 
embarrassment to him and I would just as soon as not do it. 

Senator Percy. I know when John McCloy was your special chair¬ 
man in your committee, he testified before us, the London Policy Group 
always received help from the U.S. Government to allow oil com- 

I mnies to negotiate as a group with the oil exporting countries. I never 
leard in that testimony that our Government was impotent and in¬ 
capable of offering assistance and help or facing up to these problems. 
I would like to ask- 

Mr. Dorsey. I did make that exception that during the time McCloy 
and these groups, obviously, the State Department was working very 
closely. 

THE KOREAN REQUEST 

Senator Percy. In the 1971 national election in Korea, you indicated 
that you were advised, when you were in Pittsburgh, of the request for 
$10 million. 

You said, “a short while thereafter I had occasion to be in Korea,” 
implying that there was some other business that was important and 
while you were there, incidentally you started the bargain process with 
them on this particular contribution. 

What was the nature of your business, Mr. Dorsey, that took you to 
Korea? When was the request transmitted to you in Pittsburgh, and 
how soon afterward did you go to Korea, what was the nature of your 
business in Korea, other than to discuss with the party oiRciarthis 
contribution request ? 

Mr. Dorsey. Well, I do not know precisely at the time but I would 
guess it probably was within 30 or 40 days from the time I heard about 
it and was there. As to why I was there, I am not sure. During that 
period of time, beginning rather early, I had a basic responsibility in 
Korea and I went rather often. I went several times a year. We always 
had interests in Japan and Taiwan and Hong Kong, many other places. 

Senator Percy. On this particular trip did you go to Japan and Tai¬ 
wan and Hong Kong ? 

Mr. Dorsey. I would have to look at mv passport to know. I really 
do not know. Normally, I did and I expect I did this time. But as to why 

I was there, I cannot say. I would point out that during this period-- 

Senator Percy. Was the trip essentially, though, because of this 
reouest ? 

Mr. Dorsey. No. 

Senator Percy. Here you are threatened with possibly losing vour 
whole position there, and a demand, pressing demand for $10 million. 
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That seems to me a rather moral issue and I wondered whether you 
could not deduce the real purpose of your trip was to take care of 
this matter and handle it, was it an incidental part of your trip ? Be¬ 
cause that is the implication, you say you had occasion to be in Korea 
and witness firsthand the pressure being exerted. 

Mr. Dorsey. Well, these are very difficult things to remember. I 
can only reason that in 1966 I did not go to Korea. In 1970 I did. I 
went rather often. Quite honestly, if I had to speculate, my specula¬ 
tion would be that I would have attempted to avoid this kind of pres¬ 
sure because basically, once they get to me on an issue like this it 
is do or die, there is no buckpassing at this point. 

Senator Percy. That is right. 

Mr. Dorsey. So, my normal instinct, I think, would have to be 
avoid it and let some other poor devil out there take all,the flack and 
fight it out. So I might have had another very good reason for being 
there. 

Senator Percy. That is right. And that is why the haziness of your 
memory on this issue, it seems to me, burned into your memory as to 
why you would take the initial action when ordinarily these things 
were done by other officers in the company, to personally intervene 
on this particular matter. 

Sir. Dorsey. Well, I did not intervene. My recollection is I was very 
surprised that indeed, they came to me. I did not expect to be. Nor¬ 
mally, this was not what you would expect. 

Senator Percy. In other words, you were in Pittsburgh, you knew 
about it, you went to Korea, and they broached it with you before 
you raised the subject with them? 

Mr. Dorsey. Absolutely. I could not have been more shocked and 
more surprised as to what happened. I got there and this Mr. Kim, 
who had to be, I suppose, about as tough a man as I have been accosted 
by in my life, invited me out to his home. He got me in his home and 
I tell you I have never suffered the kind of abuse I got from him that 
day. He left no question, he was a plain rough and tough fundraiser 
and that is what he does. 

role op president park 

Senator Percy. Did he at any time in that conversation invoke the 
name of President Park and indicate that he was acting under his 
direction? After all, he is party chairman but he serves at the will of 
the President, does he not ? 

Mr. Dorsey. He was not party chairman, he was the fundraiser for 
the party. This is S. K. Kim. 

Senator Percy. He was finance chairman? 

Mr. Dorsey. Yes, sir. 

Senator Percy. Did he at any time use the name of President Park 
or invoke that name to indicate what he was requesting had the full 
support and backing of President Park, or any top official of the 
Government of South Korea ? 

Mr. Dorsey. I cannot recall that. It would not surprise me. If any¬ 
body came to me in the United States, they would invoke as high a 
name as they possibly could under any circumstances, you know. 
That if he did it did not mean anything to me. 
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I was asked several years ago—I worked in a savings bond program 
for a number of years and I was asked to be national chairman one 
year and I was thinking about it, innocuous enough, the man that 
called me up and asked me to do it said something very much like 
it certainly would not do your company any harm or something like 
that. Hell, I would have done the job anyway, I did not have to have 
that kind of treatment. Nevertheless, this is what happens. So, if he 
did I would not be surprised. I cannot say whether he aid or did not. 

Senator Perot. You cannot recall whether he invoked the name of 
President Park? 

Mr. Dorsey. I would doubt it because President Park is held among 
all those people in his party and in his government- 

INVOLVEMENT Of OTHER COMPANIES 

Senator Percy. You have knowledge that other American companies 
did make contributions and that you were not just singled out and 
being made the target to bear the lull brunt of this cost? 

Mr. Dorsey. Well, I was told by the fundraiser that all foreign 
companies were expected and I think he told me that some had. 

Senator Percy. But that they did make- 

Mr. Dorsey. Yes, sir. 

Senator Percy. He said to you they had made contributions and 
you were expected to do the same tiling? 

Mr. Dorsey. Yes, sir. 

Senator Percy. Taking into account the Chair’s question and calcula¬ 
tion as to how much this might have amounted to, assuming that 
would be a huge sum here in this country, certainly almost as big in 
itself as any political campaign before the 1972 campaign, which 
reached proportions that are new highs, or lows—[Laughter.] [Con¬ 
tinuing]—$25 or $30 million could not possibly be spent, and anyone 
out there observing it and observing the process, and I have been there 
a number of times, would know that that money was not spent for the 
political Democratic Republican process of electing President Park 
or electing anyone who had the kind of control that he had when he 
did not even permit opposition. 

Did you suspect or feel that pay-offs were being made and part of 
this money was being used for officials and individual bribes in a 
sense, or contributions to individuals ? 

Mr. Dorsey. No, I certainly had no reason to believe that. 

gulf’s contributions to others 

Senator Percy. Has Gulf at any time ever made a monetary con¬ 
tribution to an official of another government or a party official or a 
wife or spouse, as it is frequently done in some Asian countries? You 
do it to the wife, not to the principal himself. 

Has Gulf ever made a contribution to an individual of that kind 
of any significance other than the helicopter that you have already 
testified to? 

Mr. Dorsey. Other than that, to my knowledge, no. 

Senator Percy. No individual contribution. 


\ 
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DISTRIBUTION OF GULF’S CONTRIBUTION 

What, Mr. Dorsey, was your feeling as to how much of this $10 
million request, $3 million actually paid, went into the party coffers 
and how much went into someone*s pocket? Did you suspect part of 
the political request was in accordance with the customs and mores 
of the country? 

Mr. Dorset*. I certainly have no way of knowing. I would say this. 
That, as far as I know, we did not suffer what seems to be the normal 
sort of harassment of, you have got to do a little something for the 
custom man to get certain things done. As far as I know, this had 
not happened in Korea. 

BARGAINING WITH MR. KIM 

Senator Percy. You said in your testimony you had two discussions 
with an official of the party and you flatly rejected both the intensity 
of the pressure 'being applied and the amount demanded. You bar¬ 
gained them down from $10 million to $8 million. 

What reasoning did you use and did you attempt to get it down to 
zero and take a position during the course of the heated conversation 
with Mr. Kim that you were not going to pay anything, or was it just 
a question of bargaining as to how much it was going to be, not whether 
the contribution was to be made ? 

Mr. Dorsey. I am afraid I had made up my mind by that time we 
were damn well going to pay something. I was simply trying to reduce 
the amount. 

Senator Percy. You were bargaining on the amount. 

THE rpBLIC EDUCATION FUND 

Finally, because I would like to yield to Senator Clark and then 
come back—I would like to ask on the contribution of $.50,000 that 
you indicated that had been set up in a fund, and that a part of that 
Was used or it was set up for the purpose of public relations expenses, 
was the name Gulf Oil, did the name Gulf Oil ever appear on any 
publicity releases or advertisements or public information put out for 
that $50,000 expenditure ? 

Mr. Dorsey. I do not think so. I am not aware of it if it did. 

Senator Percy. Can you furnish to this subcommittee exhibits as 
to the type of ads, the type of publicity release, public information, 
that went out as a result of your expenditures ? 

Mr. Dorsey. Yes, I said we would give everything on this subject 
that we can find. 

Senator Percy. All right. Fine. 

^ Senator Church. Senator Clark. 

Senator Clark. Thank you, Mr. Chairman. 

LAUNDERING OF THE FUNDS 

Mr. Dorsey, is it fair to say that Gulf Oil Corp. violated the laws 
of Korea and the United States in making political contributions in 
the amount of about $10 million, and that you laundered that money 
through a Bahamas company so it would not be easily discovered ? 
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Is that all fair, in your judgment, to say and, if not, which part is 
not? 

Mr. Dorsey. Well, it is a rather comprehensive question. 

I testified here today to about $5 million that went abroad that 
largely went through the Bahamas corporation that was not illegal 
in the United States and apparently was illegal, some of it, where it 
was spent, yes. 

As to the amount of money, the rest of the $10 million, I know what 
the investigation has turned up, and that is that around $5 million, the 
remainder of it, was spent in the United States for political reasons. 

Senator Clark. That was illegal, was it not ? 

Mr. Dorsey. It appeared a largo part of it, but I was not sure en- 
^ tirely that the rest or it was. 

Senator Clark. Your testimony on page 2 says $10.3 million of 
corporate funds. 

I assume all corporate funds that are contributed in the United 
States are illegal ? 

Mr. Dorsey. I do not think they were all contributions. 

Senator Clark. I see. 

Let us change that to say, is it fair to say that the Gulf Oil Co. 
violated the laws in Korea and the United States to make political 
contributions and laundered it through a Bahamas company ? Is that 
fair? 

Mr. Dorsey. Well, I think it is fair they made illegal contributions. 
Laundering is your phrase. I am not sure what I know- 

Senator Clark. Why did you put it through the Bahamas company 
rather than make it direct ? 

Mr. Dorsey. Yes, sir. 

OTHER CORPORATIONS’ CONTRIBUTIONS 

Senator Clark. Now do you think that your multinational corpo¬ 
ration is any worse or any different in that practice, or do most of them 
do it, in your judgment ? 

Mr. Dorsey. Well, I would like to think that we arc a lot worse but 
I do not have any good reason to think that. 

Senator Clark. I think you are right, it is very common practice. 

VIOLATIONS OF EXISTING LAWS 

I would just like to ask you about three or four statements or com¬ 
ments in your testimony and just ask you to turn to those so we are 
talking about the same point. 

First, on page 20, the very bottom of the page, the last paragraph. 
** You are speaking here to the committee. Our chairman raised this 
point and I think Senator Percy did also. You are speaking to the com¬ 
mittee and say: 

But you can help us and many other multinational companies which are con¬ 
fronted with this problem by enacting legislation that would outlaw any foreign 
contributions by any American company. Such a statute on our books would 
make it easier to resist the very intensive pressures which are placed upon 
us from time to time. If we can cite our law which says that we just may not 
do it, we would be in a better position to resist these pressures and to refuse the 
requests. 



But in point of fact, you have already violated both American law 
and Korean law. What would one more law mean to you ih this respect ? 
Why would that help you ? 

Mr. Dorsey. I am not speaking to the U.S. matter, I am speaking 
to the foreign matter. 

Senator Clark. You violated U.S. law in your contribution to the 
Committee to Re-Elect the President. 

Mr. Dorset. Are you saying I am a rascal and no matter what- 

Senator Clark. 1 am saying I am curious why one more law would 
be more effective than the laws that are already on the books, which 
you openly admit you violated ? 

Mr. Dorsey. Because there is no law, no U.S. law that says our con¬ 
tribution to Korea was illegal in the United States. 

Senator Clark. You are saying you would be more apt to abide by 
that law than the law that forbids corporate contributions to American 
parties ? 

Mr. Dorsey. We are constrained by many U.S. laws about what we 
do abroad and as far as I know, we have honored every one of them. 

Senator Clark. You did not honor the Korean law. 

Mr. Dorsey. The Korean law, as far as I was concerned at that 
time, I was under the impression, as I testified when I was here last 
time—I was under the impression and it seemed to be a very difficult 
law to interpret, and that is not only true of Korea, it is very true 
if you go to Japan or Taiwan. If you try to interpret their laws you 
can get into some very confused areas. 

Senator Clark. You interpreted it in your testimony to have been a 
violation of the Korean law ? 

Mr. Seamans. May I interject ? I think his testimony, including his 
executive testimony, was he did not know it then but has since been 
advised there are opinions that way. And may I help if I say it is 
not only difficult to interpret, it is difficult to find when you are looking 
for-- 

Senator Clark. Do you have some question about the legality of that 
contribution under Korean law now ? 

Mr. Seamans. We have been advised by people who are probably 
closer than we, it is illegal. 

Senator Clark. Ana you would subscribe to the idea that ignorance 
of the law is no reason ? 

Mr. Seamans. I am merely pointing to the practical problem. If 
he had asked for our law office to find tne legality of the Korean situa¬ 
tion we would not have known where to look. 

Senator Clark. Let me ask you about page 14, in the middle of the 
page. In the very middle you say, I believed at the time that such a 
contribution was both proper and legal under both American and 
Korean law. I have recently been advised that they were in fact in 
violation of the Korean statute. 

So you do believe in fact that they are a violation of Korean statute 
now ? 

Mr. Dorsey. Of course. 

Senator Clark. I wanted to be sure that was established. 

Page 12, middle of paragraph, first three sentences; bear with me 
while T read this. 
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It was this background that gave rise to the demand in 1066 that the company 
make a substantial contribution to the campaign of the Democratic Republican 
Party, which was then and still is the ruling party in South Korea. Our investi¬ 
gation indicates that the demand was made by a high party official and was 
accompanied by pressure which left little to the imagination as to what would 
occur if the company would choose to turn its back on the request. At that time 
the company had already made a huge Investment in Korea. 

Do you interpret that payment to have been a contribution or a 
bribe? 

Mr. Dorset. A political contribution. 

Senator Clark. To the Democratic Republican Party ? 

Mr. Dorsey. Yes, sir. 

Senator Clark. Now, you discussed with Senator Symington about 
the democratic development of South Korea and talked about con¬ 
tributing to that, and in fact was not your illegal contribution an 
interference in that democratic process? 

Mr. Dorsey. I would have to admit that now, yes. 

SUPPORT OF THE DEMOCRATIC REPUBLICAN PARTY 

Senator Clark. And I was interested in why you feel that the Demo¬ 
cratic Republican Party is more democratic than the New Democratic 
Party whom they opposed and in a very close election ? Why did you 
support the Democratic Republican Party rather than the New Demo¬ 
cratic Party ? 

Mr. Dorsey. Well, I suppose as a matter of pragmatism this was 
the party that was in power when we came into the country when we 
made our investments. There was every indication that they were a 
powerful party and that they probably would be reelected, but I guess 
rnost of all, you have got to understand this—or at least I would ask 
you to. Against a background of any foreign country, any American 
company living abroad, working abroad outside of certain areas like 
most of Western Europe, vou really are there by sufference and that 
is made clear to you in subtle ways. You are made to feel that from 
the time you got there and as I say, the more investment you make the 
more you are given subtlety to understand it. 

Senator Clark. Well, as you may know, the Democratic Republican 
Party won that election by only 6i percent. It is conceivable, it seems 
to me, that, your contribution may nave made the difference. Do you 
think that is possible? 

Mr. Dorsey. Statistically I would have to admit you are right. 

Senator Clark. But you do not feel any more strongly, your com¬ 
pany or you, or whoever made the determination, that the party vou 
supported was any more democratic or has any better tradition than 
the party you did not support. You did it, I assume, out of the interest 
of your stockholders? 

Mr. Dorsey. Exactly. 

Senator Clark. Now I have only two more questions. 

PRESERVING INVESTMENT IN SHAREHOLDER’S INTEREST 

First, on page 10. middle paragraph, it is really a little more on 
what we were just talking about. You say—this is in the middle para¬ 
graph down in the second sentence—“I felt at the time and under the 



pressure applied that I had taken the right course in order to preserve 
our investment in our shareholders’ interest.” 

You repeat that again on the bottom of page 12 by simply saying, 
“I carefully weighed demand for contribution in that lignt and my 
decision to make contribution of $1 million was based upon what 
I sincerely considered to be in the best interest of the company and 
its shareholders.” This was the sole basis of your decision; I assume 
it was not something that had to do with the national interest of the 
United States. That, I assume, is not your responsibility. You make 
decisions on these contributions solely on profit motives for the stock¬ 
holders’ interest, is that correct ? 

Mr. Dorsey. Exactly right. 

Senator Clark. I think Senator Symington referred to a couple of 
studies of multinational corporations in which that point is made 
over and over again, and I think you are quite right in saying that. 

I have two more questions. 

TIIE NATIONAL INTEREST 

One, if you turn to page 9, again something Senator Symington 
read, at the top of the page, an interesting philosophical statement, 
which I believe again represents accurately the- 

Senator Percy. Senator Clark, the last comment you made, if you 
would not mind, it bothers me a little bit. 

Senator Clark. I really not only made it- 

Senator Percy. I am not a spokesman for multinational corpora¬ 
tions but I cannot believe that any board rooms when decisions are 
made, many times what the national interest is comes up as a para¬ 
mount consideration and thaUthey many times make decisions based 
upon the national interest. 

I can recall in 1954 debating this with my board as to whether I 
support the tariff policy of my industry, which was a high tariff, or go 
for what we wanted as a Nation, reciprocal reductions, including 
everything that we manufactured, and we decided and the board 
decided that we could not put the company’s interest out ahead of the 
country’s interest. We had to adjust and not ask the country, and 
I cannot help but believe that same debate goes on many, many times 
and really should, and I would not want the implication left that 
we would condone a company not taking into account their own coun¬ 
try’s national interest in a decision they make and only the profit 
motive should govern their decision. 

I do not think you meant to imply that at all, but I felt that the 
record might stand that way and I want to give you a chance to just 
comment on it. 

COMPANIES OPERATE FOR SHAREHOLDER RATHER THAN NATIONAL INTEREST 

Senator Clark. I certainly do not question that the shareholders or 
the board discusses the national interest. I was simply trying to 
establish it is their job, and I think Mr. Dorsey just confirmed that, 
to operate their company in the interest of the shareholders, not in 
the national interest. That is not their responsibility to determine 
what the national interest is. It is the board of directors’ position to 



determine what the shareholders’ interests are, that is their responsi¬ 
bility, and that is the basis, I think Mr. Dorsey has testified upon 
which this contribution was made. If I am inaccurate in that, Mr. 
Dorsey, I would like to have you correct me. 

Mr. Dorsey. No, no, I quite agree with that, that is precisely what 
I said, passing no judgment one way or the other about the national 
interest of the United States. 

CHANGING MORAL AND CULTURAL STANDARDS OF THE WORLD 

Senator Clark. Top of page 9, I think I would not read this all, 
j ust a couple of sentences: 

“There is no universal ethical absolute. 

“In the course of your responsibilities as United States Senators, 
most of you have travelled all around the world.” 

When you talk in that first paragraph about the changing moral and 
cultural standards in the world, is the purpose of this paragraph to 
point out in part you adjust to the morality of the country that you 
operate in, you do in Rome as the Romans do? What is the purpose of 
that paragraph? 

Mr. Dorsey. Well, that may be putting it a little bit bluntly but 
actually, that quotation is a pejorative quotation, if I may say so. 
I think on the other hand, it can be said if you are going to do business 
in any foreign country that you really are going to do business within 
the ambience that exists there within the culture and mores, and that 
is right and you had best understand it when you get there and even 
then you will be surprised. 

ADJUSTING ETHICAL STANDARDS 

Senator Clark. So multinational corporations, I agree with what 
you arc saying, do adjust their ethical standards and morality to fit 
the condition in which they operate, just as they do the economies in 
which they operate, or any other part of that country’s operation. 
You could not operate otherwise, could you ? 

Mr. Dorsey. I think that is correct, you could not. 

PROMOTION OF THE ARAB CAUSE 

Senator Clark. The last question, Senator Church’s question on 
your activity in the Middle East, on page 17, middle of the second sen¬ 
tence, you say, “It appears that the amount was made available 
through the First National City Bank, Beirut, Lebanon, for the pur¬ 
pose of helping to defray the expenses of a public education program 
endeavoring to bring about a better understanding in America of the 
Arab-Israeli conflict.” 

And that you have testified, I think, from the Arab point of view. 

Mr. Dorsey. Exactly. 

Senator Clark. Is it fair to say that you were promoting the Arab 
cause to better your relations with the Arab or oil producing coun¬ 
tries, again in the interest of your shareholders, or did you have other 
motives? 

Mr. Dorsey. I think this might be one ease where our interest coin¬ 
cided with that of the United States. There were really billions of 
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barrels of oil and we are now paying the price really, for lack of 
attention there, I think. 

Senator Clark. Again, your decision was not based on that, it was 
based on shareholders’ interest, not on the interest of the United 
States ? 

Mr. Dorsey. It was based on the shareholder interest. 

Senator Clark. You undertook those expenditures because you felt 
it was in the best economic interest of your corporation ? 

Mr. Dorsey. Just as if we had in Yugoslavia and they wanted to 
have an exhibit in the World’s Fair, they might have ask:ed us for a 
contribution to put it on and we probably' would have done it. 

Senator Clark. If that had been to promote the Tito Government 
of Yugoslavia- 

Mr, Dorsey. I did not say that, you are saying things I am not. 

Senator Clark. I am asking- 

Mr. Dorsey. That was not the example that I used. Let us get away 
from the Tito government. 

Senator Clark. OK. I think you have been most direct and respon¬ 
sive and I appreciate it. 

Senator Church. Senator Clark requested permission of the Chair 
to read a sentence or two into the record. 

THE WASHINGTON POST ARTICLE 

Senator Clark. I thought it might be appropriate in relation to the 
contribution to the Democratic Republican Party, the government of 
Mr. Park, to simply read the first sentence from the Washington Post 
front page story of last Wednesday, May 14 which says, “South Korea 
President Park Cluing Ilee issued a sweeping presidential edict today 
banning virtually all internal dissent on threat of prison terms of up 
to 15 years.” 

Thank you, Mr. Chairman. 

Senator Church. Well, that eliminates the problem of further cam¬ 
paign contributions. 

Senator Clark. It should. 

THE GULP INVESTMENT IN KOREA 

Senator Church. Mr. Dorsey, can you briefly describe for the 
record, the nature and extent of the Gulf investment in Korea? 

Mr. Dorsey. I am sorry. I could not hear for the noise. 

Senator Church. Would vou please describe for the record, the 
Gulf Oil Co.’s investment in Korea? 

Mr. Dorsey. I can give it to you in any amount of detail you want. 

Senator Church. Give us some idea of its nature and its size. 

Mr. Dorsey. We went in in 1963 and invested $25 million in a half 
interest in a rather small refinery. Our partner was the Government. 
It was the first refinery built in that country and it basically satisfied 
their demand at the time. 

They had an increase in GNP that was phenomenal, had an increase 
in energy requirement that was unbelievable, even more than that of 
Japan. So that over a matter of 6 or 7 or 8 vears this had grown, this 
25,000 barrels a day of product made, had grown bv a factor of 10 
or 11. So, between 1963 and 1970 our refining capacity went from— 



ours and the Governments—went from 25,000 barrels a day to 250,000 
barrels, and we increased tenfold. 

In the meantime, two other oil companies had come in and built 
big refineries themselves. We were building, we were involved with 
the Government in a fertilizer plant so they would not have to 
import fertilizer, at the strong recommendation of U.S. AID author¬ 
ities and Agriculture. We had been sort of persuaded to expand into 
the petrochemicals. We made rather large investments there to help 
them out as much as anything else, I suppose. We engaged in a large 
shipbuilding program in Korea. We got competitive prices, but a 
large shipbuilding program. In another rather common practice, in 
order to enable other industries and big users of energy to expand we 
had loaned money in to the cement industry and power industry, a 
very common practice. So that in about 7 or 8 years we had gone 
from an investment of $25 million to an overall investment and 
exposure in excess of $300 million. 

U.S. GOVERNMENT INSURANCE 

Senator Church. And how much of that $300 million is covered 
bv insurance furnished to you by the Government of the United 
States? 

Mr. Dorset. I do not know at the moment. It has varied because 
the United States has varied its policies and rules over the period of 
time. It could be zero at the moment. I do not know but I would be 
glad to furnish the information. I know OPIC, I talked with them 
some 2 years ago and had the impression we did not have a great 
deal at that; time. 

Senator Church. We have partial information but we do not have 
the complete information about the current risk exposure of the U.S. 
Government with respect to this investment. 

We would appreciate it if your company would furnish us with 
current and complete information. 

[The information referred to follows:] 

Section A— Gulf’s Investments in Korea—Those Carrying AID/OPIC 

Coverage 

1. Korea Oil Corp . 

A. INVESTMENT 

Equity 

(1) $4.8 million under Stock Subscription Agreement dated Sept. 23, 1063— 
for 25% equity of KOCO. 

(2) $25 million under Second Stock Subscription Agreement dated June 19, 
1970 by which Gulf’s equity in KOCO increased to 50%. 

Loans 

$20 million under Agreement dated 9/23/63 $30 million under loan Agree¬ 
ments dated Aug. 3.1967. 

$25.1 million under loan Agreements dated June 19,1970. 

Use of funds 

Under 1963 agreements—construction of refinery. 

Under 1967 agreements—construction of Naptha cracker, terminal and buoy 
facilities. 

Under 1970 agreements—expansion of refinery. 



B. OPIC COVERAGE 


The maximum coverage was taken during the period 1064 to 1070. The maxi¬ 
mum coverage allowable for equity investments was 200% for inconvertibility and 
expropriation and 100% for war risk. Gulf reached an understanding with OPIC, 
which is contained in a letter agreement dated March, 1017, whereby OPIC in¬ 
surance would be available for its investments in the. refinery expansion provid* 
ing a reduction took place in the amount of OPIC insurance for Gulf’s existing 
investments in Korea. 

In 1072 and 1073, the maximum amount of OPIC coverage selected by Gulf 
was substantially reduced in accordance with aliew corporate policy. This policy 
stated that the following amounts of insurance should be purchased: 

(1) to cover the risk of inconvertibility—three years expected dividends for 
Gulfs equity investment and the sum of three years payments of principal plus 
interest on Gulfs loans to Korean companies. 

(2) to cover risk of expropriation—a nominal amount which would be suf¬ 
ficient to involve OPIC in any dispute with the Government of Korea. 

(3) to cover war risk—In order to cover the risk of sabotage, the amount of 
current coverage taken corresponded to the cost of the most expensive single 
piece of equipment in the refinery complex. The maximum amount selected cor¬ 
responded to the ceiling established under the OPIC contract. 

In 1974/1975, due to the deteriorating balance of payments and economic 
situation in Korea, the amount of insurance placed under the Current Section 
of the OPIC contract corresponded to the Maximum amount of insurance that 
Gulf could obtain. This situation differed to some extent from earlier years, 
where the maximum insurance was divided between the Current and Standby 
Sections of tlie^ contract. At the beginning of each contract year, we decide 
internally how much of the maximum insurance should be placed in the Current 
Section and how much in the Standby Section. The amount of any claim against 
OPIC is limited to the amount in the Current Section. 

2. Chinhae Chemical Company 

A. INVESTMENT 

Gulf Oil (Great Britain) Ltd., a wholly-owned subsidiary of Gulf Oil Cor¬ 
poration, which is incorporated in the United Kingdom, purchased 50% of 
the shares of Chinhae for $10.5 million under a Stock Subscription Contract 
dated July 7, 1965. On December 23, 1974, Gulf Oil (Great Britain) (GOGB) 
sold 50% of its 50% interest to International Minerals and Chemical Company. 

AID made a loan of the Republic of Korea in the amount of $24.6 million 
under an Agreement dated June 11, 1965. The Republic of Korea, in turn, lent 
Chinhae an equivalent amount in Korean currency. 

B. OPIC COVERAGE 

The extent of OPIC coverage taken by GOGB and the rationale behind such 
coverage corresponds very closely to that of Gulf Oil Corporation’s equity in* 
vestment in Korea Oil Corporation, namely, maximum coverage years 1965 
through 1970, a substantial reduction in accordance with our agreement with 
OPIC of March, 1971 and a further reduction in 1972/1973 in accordance with 
the new corporate policy. 

In December, 1974, the purchaser of GOGB’s shares acquired, with the con¬ 
sent of OPIC, 50% of GOGB’s OPIC coverage. 
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3. Gulf Oil Corporation Loans to Companies Which Are In "So Way Related 

To Gulf 

All the loans mentioned below were made as an incentive for the borrower 
to enter into long-term fuel oil purchase contracts with Korea Oil Corporation, 
who in turn purchased the crude oil from Gulf. 

i. $8 million to Ssang Yong Cement Company under an agreement dated 

JU i\ y $5 miUion to Tonghae Electric Company under an agreement dated July 30, 

19 ?ii. $30 million to Korea Electric Company under an agreement dated Febru¬ 
ary 27, 1969. 

OPIC COVERAGE 


lii i960 and 1970 the maximum amount of OPIC insurance was obtained for 
these loans. This insurance encompassed convertibility, expropriation and war 
risk coverage. Under the March, 1971 agreement with OPIC, the insurance was 
reduced to cover inconvertibility only. The amounts of insurance taken was 
reduced in 1973 in accordance with the previously described corporate policy. 
The amounts included in the Current Section of the contracts were increased 
to the maximum possible in 1975 as a result of deteriorating balance of payments 
position of Korea. 

Section B —Gulf Investments/Loans in Korea Which Do Not Carry 

OPIC Insurance 


i. a-jin chemical company, ltd. 

Under agreement signed May 5, 1966. U-Jin and Gulf Oil agreed to form a 
joint venture company (A-Jin) to manufacture polyethylene bags. During 1977, 
Gulf (Gulf Oil Great Britain) purchased a total of 85,350 shares for a total 
cost of $311,945. 

2. KOREAN LUBRICANTS COMPANY, LTD. 

On December 7, 1968, Korea Oil Corporation (KOCO)) and Gulf agreed to 
form a joint venture company to construct, own and operate a lubricating oil 
and grease manufacturing plant. This project never reached fruition. As origi¬ 
nally structured. Gulf would have put up $5 million in equity, loaned $5 million 
to KOCO (whicli KOCO would contribute as equity), and loaned $30 million 
to the new company, 

3. IIEUNG KUK SANG SA 

Under an agreement dated July 24, 1967, Gulf made an equity contribution 
of $.5 million to KHSS, and loaned an additional $1.5 million. In July, 1969, 
Gulf contributed an additional $2 million in equity (to increase ownership to 
50%) and made a $5.8 million lian. IIKSS is a marketing company. In 1972, 
Gulf sold its 50% interest in KOCO. 


4. KOREAN FLAG TANKERS 

Gulf currently has two VLCC tankers under long-term charter with a capi¬ 
talized value of approximately $52 million. The tankers are financed via loans 
from Gulf. 

In addition, Gulf has three vessels, each of less than 50,000 D.W.Tons, under 
charter. The remaining payments under these charters, all of which expire in 
1975, will be some $3.6 million. 



OPIC—EXISTING CONTRACTS OF GUARANTEE 
{Key: C=convertibility; E=expropriation; WR=*war risk; E«equity; L»ioan) 


Contract date 

Contract No. 


Type of Equity 

coverage or loan 

Maximum 

Current 

coverage 

KOCO: 






Nov. 8. 

.. 1588 AA 

C 

E 

f7,500,000 

87,500,000 

Do. 

.. 1589 AB 

c 

L 

20,000,000 

20,000,000 

Do. 

.. 1590 BA 

E 

E 

3,200,000 

3,200,000 

Do.. 

.. 1591 BB 

E 

L 

17,000,000 

17,000,000 

Do.. 

.. 1592 CC 

WR 

E. & t 

40,000,000 

10,000,000 

Old KOCO total.. 




87,700,000 

57,000,000 

Mar. 9. 

.. 8031 AA 

~C~ 

E 

10,000,000 

10,000,000 

Do. 

.. 8C31 BA 

C 

L 

10,800,000 

10,800,000 

Do. 

.. 8031 AB 

E 

E 

4,000,000 

4,000,000 

Do. 

.. 8031 BB 

E 

L 

4,000,000 

4,000,000 

Do. 

.. 8031 AC 

WR 

E 

9,000,000 

9,000,000 

Do.. 

.. 8031 BC 

WR 

L 

11,000,000 

11,000,000 

New KOCO total. 



. ; . 

48,800,000 

48,800,000 

KOCO total. 




136,500,000 

106,500,000 

Korea Electric: Apr. 22. 

.. 6292 AB 

__ 

1 

16,425,000 

16,425,000 

Ssang Yong: Jan. 16.. 

.. 7018 AB 

“c~ 

L 

3,995,000 

3,995,000 

Tonghae (Now Korea Electric): Jan. 16. 

. .7019A B 

“ 

L 

2,497,000 

2,497,000 

Chinhae: 






Sept. 3. 

.. 5350 AA 

c 

E 

5,250,000 

1,700,000 

Do. 

. 5350 BA 

E 

E 

1,000,000 

250,000 

Do. 

. 5350 CA 

WR 

E 

1,000,000 

1,000,000 

Chinhae total. 




7,250,000 

2,950,000 

Total Korea. 




166,667,000 

132,367,000 


MONEYS TO FOREIGN OFFICIALS IN THE UNITED STATES 

Senator Church. I have one other question to raise with you. In 
your testimony you referred to the money that had been funneled 
through the Bahamas bank, and you have given us a full accounting 
insofar as you are able at this time, what was done with that money 
abroad. But from your statement, approximately half of the money 
came back into the United States. 

Now you have given us no accounting of that part of the money, 
and my question is, this being a Foreign Relations Subcommittee and 
our principal interest being impact of multinational corporations and 
their policies upon our foreign policy—I want to ask you did any of 
the money that came back into the United States go to foreign officials 
in Washington or any other foreign official in any other part of the 
United States? 

Mr. Dorsey. Not that I know of, certainly not. 

Senator Church. Did any of it, to your knowledge, go within the 
country for the purpose of influencing our foreign policy abroad? 

Mr. Dorsey. Not to my knowledge, no. 

Senator Church. The only direct undertaking of that kind then 
relates to what you have already testified to in connection with the 
Arab public relations campaign that Gulf helped finance. 

Mr. Dorsey. I think that is right. 

Senator Church. I think you have indicated any further informa¬ 
tion that may surface as a result of the ongoing investigation would 
be made available to the committee. 
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Mr. Dorset. You may be assured of that. 

Senator Church. Yes, I am through with my questions, Mr. Dorsey, 
but before I turn to whatever further questions there may be, I want 
to tell you that I think you have been exceedingly forthright today 
and that your responses to the questions of this committee have been 
candid, have all the appearances of having been, and I believe them to 
be candid and direct, and I want to express the appreciation of the 
committee for the way you have conducted yourself in this hearing. 

Senator Percy. 

senator Percy’s comments 

Senator Percy. I would like to follow up on two of the comments 
that Senator Clark has made. One, the quotation that he just read 
from the Washington Post. 

One of the last trips I made to South Korea I reported back to the 
Senate my deep concern about internal conditions, the use of the inter¬ 
nal CIA in Korea, the stamping out or closingdown of campuses, and 
in a conversation that I had with President Park I asked why when 
he made the unusual move of revising the Constitution, so that he 
could have another term of office, which was barred by the present 
Constitution, put forth a new Constitution and did not permit any 
opposition to it. From everything I could see, he would have won the 
new Constitution by a 60 to 65 to 70 percent margin, yet he won with 
a 91 percent margin, in a great deal of turmoil because there was no 
opposition permitted of any kind. And I asked him why, why would 
you not have been better to permit opposition and won a clear ma¬ 
jority without the criticism that would now, and he answered it would 
be just too confusing to the people to have opposition permitted. 

And it is confusing in a democracy. A republic is a confusing form 
of government, I suppose, to many people, but we think it is well worth 
fighting for. 

One of the corrosive parts of the problem is that it does permit a 
great deal of freedom. Why I am so deeply concerned about a state¬ 
ment of policy that the corporate head has only to look to the interest 
of the stockholders without taking into account the country interest, 
you could use then that philosophy too, in Cook County, pay off the 
assessor to get a tax reduction, which would do injury to the schools, 
have the corporations pay less amounts than they should for property 
assessment and property taxes, for education purposes, and place a 
much greater burden on individual citizens. 

I want to give you the chance to clarify that that is not a standard 
that should then be used in any instance for corporate decisionmaking, 
that that is not the only way you make corporate decisions, that you 
do look at the overall interest. 

Mr. Dorsey. Well, I think that is obviously true. I think that is ob¬ 
viously true. As a matter of fact, I have talked on this subject before 
at great length and I have made a speech on this subject. As a matter 
of fact, I am rather proud of it and I will be happy to send you a copy 
of it if you would like. 

Senator Percy. I would very much like to have it. 

[The information referred to follows:] 
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Business Responsibility to Society 

(Remarks by B. R. Dorsey, president, Gulf Oil Corp., to Pittsburgh Chapter, 
National Association of Accountants, April 15,1970) 

Tliis is indeed a special opportunity you have given me here tonight. And 
I am grateful—because the times demand that businessmen present their 
views—not only about how we see our responsibility to society, but most 
importantly—how we are fulfilling that responsibility. 

Not that businessmen have not spoken on this subject before. But our views 
of society have changed over the years—as society lias changed. Today, society 
is a world concept. From the day man first looked upon his planet from outer 
space, his perspective became dramatically, and permanently, broadened. Today, 
we see the entirety of our world. We see the extremes within our global society: 
the beauty of the natural environment, scarred by the ugly residue of productive 
nations; personal wealth of some and the poverty of many, one nation reaching 
rfgj* the moon while another remains in the stone age, all of mankind seeking pence 

yet many trapped in war. Any discussion of the responsibility of business to 
today’s society must deal with the problems of these extremes—pollution, 
poverty, and war. The traditional responsibilities business has to society have 
l>een long established by the nature of our free enterprise system; 1. the 
responsibility to provide profits to our shareholder investors, 2. to produce 
quality products desirable to customers and fairly priced, to advertise them 
honestly, 3. to provide employment and to reward employees for their contribu¬ 
tion to the success of the enterprise, 4. to contribute a percentage of our profits 
directly to the communities in which we operate, and 5. to otherwise retain the 
goodwill of the local and national publics that permit us to conduct our business. 

These have been, and continue to be, quite basic responsibilities that business 
must always meet. Essentially, these have been the full scope of our responsibil¬ 
ity—until now. Today, maximum financial gain, the historical number one 
objective, drops to second place whenever it conflicts with tiie well-being of 
society. We now must examine the proposition that the first responsibility of 
business is to operate for the well-being of society. As financial managers, you 
are the best witnesses of this shift in priorities. Your companies* obligations 
to society are a growing cost of doing business—not onty by taxes and cash 
contributions, but also by capital and people invested in meeting public needs— 
or meeting the more costly reactions to adverse public opinion. Take any new 
profit-expanding action proposed by your company. The potential profit of that 
action invariably is whittled downward by the cost of meeting the company’s 
obligations to the public. I*m sure you’ve seen many profit proposals defeated in 
recent years because the social costs, often made apparent by public pressure, 
eliminated the potential profit. This is the major shift of responsibility that 
has occurred for business and it is the challenge that we face. 

How do we meet this challenge? Our first step, of course, is to understand— 
and help the rest of society to understand—that business not only is a part of 
society, but that it can and does play a leading role in improving it. Now that 
we’re placed deep inside our society, let’s look around to see what today’s 
society is all about. At first glance, the picture appears chaotic. To understand 
it, we must unravel the chaotic condition. 

Clmos comes when the world changes faster than its people do. And that is 
our present condition. We’re living in an environment of change. Many forces 
are at work, making society more dynamic and complex than at any time in 
our history—unsurpassed wealth and education, mobility reaching the speed of 
sound, everybody watching—the instant mass transmission of events, of re¬ 
actions to those events, of reactions to the reactions. All news is now. Any event, 
p* good or bad, is witnessed by all, judged by all, and too often, judged incorrectly. 

Today’s paradox is, that while mankind can transmit its ideas worldwide, it 
seems to misunderstand everything it receives. While emotion must be raised 
before society’s mistakes can become public discussions, flie same emotion scram¬ 
bles our ability to communicate. Our emotions seek to transfer our guilt for the 
mistakes to the backs of our favorite targets. Yet, any social wrong is everyone’s 
responsibility. 

Public issues shift in priority. Today it’s ecology. Yesterday it was poverty. 
Last week it was war. Yet, all must be dealt with today and tomorrow, liecause 
they are far from being resolved. These are the key issues against which busi¬ 
ness is being judged today. Our jury is the public. And the public is flexing its 
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muscles. Business has always recognized the power of the public—especially in 
the market place. But now the public is recognizing its power. Motivated by a 
long-standing feeling that they had lost control, stimulated by their recent 
successes at speeding changes toward peace and racial equality, today’s public— 
society—you and I—now have a new sense of confidence that we really can 
affect change. Successful change stimulates more change. 

And if there is a short supply of leadership for that change—political, indus¬ 
trial, civic, and social leadership, that chain reaction of change will destroy 
instead of build society. Leadership is needed to direct this chain reaction for 
the same reason it’s needed to direct the atomic one. 

I see only one new move businessmen must take to meet the needs of today’s 
society. To paraphrase the current idiom—we must tune in, turn on, and drop /«, 
not out . Competitive pressures have held too much of our attention to the enter¬ 
prise. We’ve seen too Uttle of the world around us. Today, the world around us is 
our job. As business managers, we must now tune in to society’s needs, turn on 
g* our knowhow to tackle those needs, drop into society to help resolve them. 

To use language more comfortable to me, today’s manager must be sufficiently 
sensitive and skilled to be the leader of change—to anticipate and respond to 
changing social needs. 

A major result of tuniug in, turning on, and dropping in will be an increasing 
awareness by the public of the contributions business is making to society. A 
solid dialogue between the public and business is long overdue. It’s a reversal 
of that tree falling without any sound because no one heard it. Too often the 
actions business takes for society don’t exist because we failed to utter a sound. 
Well, here I am on a podium. And you seem to be listening. So I’m about to 
sound off a little later on behalf of Gulf Oil Corporation. Let’s limit ourselves 
for the moment to looking at those priority needs of society today—the most 
important ones as recognized by society right now—at (7:30) p.m. on April 15, 
1970. 

First is our obligation to the ecological balance—that mutual relationship 
between life and our environment ; then the elimination of poverty—in our own 
nation’s urban centers as well as in developing nations; and finally . the attain¬ 
ment of world peace through international understanding, to stop wasting our 
life and material resources. 

We know that our spaceship. Earth, has finite resources; that nature can 
accommodate a certain amount of waste materials and maintain a balanced, 
restorable environment. But the residue of our productive economy is over¬ 
loading the system. Determining who is to blame is not only impossible, it offers 
no solutions. Is it the consumer's demand for more? Is it industry’s technological 
expansion to supply the demaud? Is it. the population explosion—the concen¬ 
tration of the populace in our urban centers? Who will stop using detergents, 
weed killers, convenience packaging? Who will give up his car or stop using 
trains, busses, planes, and trucks? Who will stop heating his home or using 
electricity from the power plant? Who will shut down his factory—or wants 
the factory where he works to close down? Who will decide not to have children? 
And who will move a hundred miles from where he works? 

Society today is determined to solve the pollution problem. And I believe 
society is willing to pay the price for this solution—all members of society— 
you, me, shareholders, consumers, citizens—all the labels we call ourselves— 
all of us are willing to clean up our house. We’ve paid a high price to get where 
we are. We’re ready to pay the even higher price to put us back into harmony 
with our environment. 

The rewards will be great—a continued productive economy, yet with clean 
air to breathe, a pleasant view from here to the horizon, the cVtin waters our 
^ plant and animal life require, and for the recreation our growing leisure time 

desires. This is society’s goal. The positive results of such an environment on 
our economy, as well ns our physical and mental health, are unmeasurable. 
There are three simultaneous actions necessary for us to reach this goal: 
1 . the first is to continue developing a body of interdisciplinary knowledge about 
our environment and the technology required to balance the residue of our 
economy with nature's regenerative powers. 2. We must create or improve 
pollution standards along with the necessary controlling legislation to imple¬ 
ment this knowledge as it is increased. 3. The third concurrent move is to educate 
every member of society—each of us—as to our individual responsibili*v to the 
environment. All three of these moves can and must be made now. We can’t 
afford to wait until we have more knowledge before we begin setting standards 
50-120—76-4 
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and educating each other. AU three are being done now, but in a spotty and 
uncoordinated way. Advertising has been very effective in driving the litterbug 
towards extinction. Smoky the Bear is doing the same job on the firebug. A great 
body of technical knowledge already has been developed in the fields of ecology 
and pollution abatement. Some communities and regions in our nation already 
have learned a great deal about their own problems and instituted standards 
and corrective legislation. 

, I believe business will be the greatest force in the elimination of pollution. 

Industry has the largest body of knowledge about pollution abatement tech¬ 
nology, both in its production techniques and in the products it produces that 
can contribute to or reduce pollution. Our first responsibility then, is to con¬ 
tinue developing this body of knowledge and apply it to our production tech- 
niqus and to the products we make. Concurrently, we must work with all local, 
area, state, and federal agencies to develop workable standards and legislation 
to use this technology. Often, one company cannot apply this knowledge be¬ 
cause the cost of the application would make its facility unprofitable unless 
the price of its products could be raised. A unilateral price increase would be 
financial suicide because the company’s products would be more expensive than 
those of his competitors. Responsible federal legislation, however, could require 
nil companies to meet workable standards simultaneously and no company would 
be at a competitive disadvantage. There are already pollution abatement com¬ 
mittees in every industry trade association working with the public and com¬ 
munity .organizations and the larger corporations have assigned full-time ex¬ 
ecutives to the job of coordinating abatement efforts. 

As a member of the oil industry, I can deal more specifically with its respon¬ 
sibilities to pollution abatement. The industry was born in this country in 1859 
when the first oil well came in. Since then, the industry’s ability to find oil and 
the consumer’s capacity to use it have made petroleum products our largest 
source of energy, supplying about 75% of our nation’s energy needs—for trans¬ 
portation, for cooking, for light, heating, manufacturing, agriculture, and the 
power generators that supply our electricity. 

During the next 10 years the oil industry is going to have to invest more 
than $200 billion to provide for the growing free-world demand for petroleum 
during that period. It’s expected to increase by some 25 million barrels per day. 
That means that if the industry is to maintain the current balance of reserves to 
production it will have to discover about 40 billion barrels of new oil reserves 
each year, build the equivalent of another 900 of the current hundred-thousand- 
ton tankers, and construct 250 new refineries, each with an average capacity 
of 100,000 barrels per day. 

Conservation practices began early in the industry’s history. The first need 
was to conserve the natural resource we were drilling for—the oil Itself. By 
1900 experience provided new ways to reduce waste. Since then many techno¬ 
logical advances have been made in locating, drilling, and refining oil for maxi¬ 
mum efficient use of the resource. The industry cooperated with state and federal 
governments to institute state and federal conservation laws. The first was 
passed here in Pennsylvania in 1878. So we’re not newcomers to the field of con¬ 
servation. And we’re certainly not newcomers to the field of pollution abate¬ 
ment. It’s the very heart of our business. Oil and its by-products are real and 
potential polluters of our air and water. Every drop of oil that is wasted is a 
loss item to an oil company. So we have a very greedy self-interest in preventing 
such losses. An oil company can spend over a hundred million dollars to locate 
a new oil field—the costs of exploration, drilling, the ratio of one commercially 
successful find out of 50 wells drilled, the price of land leases. It’s no wonder 
that whenever we find it, we don’t want any of it wasted. Accidents do occur, 
however, and more often as growing demand forces more production. 

Our increasing knowledge of geology and production techniques has kept these 
• accidents to a minimum, although the rush of recent publicity tends to obscure 
that fact. An on-shore oil spill can be contained relatively easily. But off-shore 
spills are harder to handle. And needless to say, when these spills come ashore, 
they have tragic consequences on marine and bird life as well as on the beauty 
and recreational uses of our beaches. It is small consolation to know that of the 
8,000 off-shore wells drilled so far, less than 30 have had spills, only 2 of which 
resulted in serious pollution damage. The fact of the matter is, this type of 
accident must be prevented. A great deal of knowledge about off-shore drilling 
has been developed to reduce accidents. Oil producers invested $128 million 
during 1966 and ’67 alone for capital equipment designed to prevent spills from 
off-shore drilling. Another $55.5 million was spent just to operate and main- 
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Lain this equipment. Experience so far has indicated that even hurricanes and 
geological faults don’t have to result in oil spills. It is through this experience 
and investment that the oil industry is going to be able to continue reducing, 
and eventually, we hope, eliminate them entirely. It is necessary to gain addi¬ 
tional ^knowledge about this problem because the chemical and physical quali¬ 
ties of oil differ from field to field. And weather and water conditions differ from 
one spot to another and from one moment to the next. 

These varying conditions also add to the pollution abatement problems of a 
tanker spill. Oil not only powers and lubricates every motorized ocean-going 
vessel, it also is the major cargo hauled on the seas. Crude oil alone accounts 
for more than 50% of the world’s ocean cargo tonnage with more than 4,000 
tankers throughout the world hauling well over 600 million tons of crude a 
year. 

This huge expansion of oil commerce has been relatively recent. Before the 
1960's there was little concern aud few restrictions on tanker operators who 
0 * washed and flushed empty tanks and dumped oilyballast at sea. Tankers were 

small. Traffic was light. Spills of refined products vaporized or disappeared into 
the sea. Bacterial action absorbed the crude oil. But with the increasing traffic 
the international oil industry began creating and adopting techniques to reduce 
pollution. Special techniques were adopted in 1962 that have reduced oil spills 
from these operations by some 80%, from 2 million tons to less than 400,000 
a year. But that’s not the only way oil spills occur at sea. Maritime accidents 
involving tankers have increased as the number of tankers have grown. But the* 
numbers haven’t grown as fast as their size, from the 16,500-ton T-2 tanker 
of World War II, to the new 328,000-ton tankers in Gulfs fleet. We now have 
six of these in operation and five more are now being built These larger tankers 
have proved to be all but impervious to bad weather and to handle better than 
smaller tankers, both at sea and in docking. They are fitted with the very best 
of navigational equipment. And their capacity to deliver 2,300,000 barrels of 
crude provides substantial economies. We believe these economies will tend to 
phase out the older tankersand, thereby, reduce the industry’s rate still further. 

Gulf is spending about $30 million each year on pollution abatement research 
and improved processes and products. This investment has been growing over the 
past several decades, many years before there was any political concern about 
the problem. Many of our developments also advance the efficiency of our re¬ 
fining operations; others just reduced pollution. 

And we are not alone. The U.S. oil industry spent a total of almost $400 
million in air and water conservation in 1968. The industry’s past expenditures 
have resulted in many improvements currently in wide use. Floating roofs 
reduce evaporation from tanks. Stack gas no longer pollutes the air. Converters 
recycle the gasses through the burning system. Flaming stack tips burn off the 
rest. Today’s refineries actually contribute clean water to our planet. We draw 
a tremendous amount of water from streams and rivers for refinery cooling 
systems. This water is purified before we can use it. Then it’s passed into the 
atmosphere as steam. The impurities are piped into API separators to be 
skimmed off or chemically neutralized. 

One of Gulfs major research investments, a 30-year, $15 million effort, lias* 
resulted in the first successful operation of a refinery using Gulfs HDS process. 
Located in Japan, this system converts high-sulphur residual oils to liquid fuels 
containing as little as 1 % of sulphur. TJse of this fuel will decrease dramatically 
the emission of sulphur oxides into the atmosphere by industrial and power 
generating plants. 

A significant amount of the nation’s air pollution comes from our automobile 
exhausts. The automobile industry and the oil industry have acquired the 
technology to correct it. Of the many directions that are open the one we are 
heading toward is the reduction of compression ratios of engines so that they 
can operate on a gasoline without lead. Removal of the lead, which itself is not 
considered a significant pollutant, will permit the use of more sophisticated 
emission control devices on automobiles. Proposed federal guidelines call for 
reducing emissions of pollutants from autos by up to 93% by 1980, regardless of 
the cost or effect on the performance of cars. 

Gulf has stated that we will supply a suitable gasoline as soon as it may be 
required. Indications are that this will begin within a year. 

The greatest problem faced in reducing automotive exhaust pollution is the 
cost, not the availability of technology. Consumers today are paying more for 
their new cars’ pollution abatement systems required by existing federal stand- 



ards. The eost of manufacturing the lead-free fuel and the next generation of 
emission control devices will jack up the prices to consumers still further. 

But the people in this nation are ready to pay the price for clean air. We’re 
trading up on our quality of life. 

Poverty, like pollution, is everyone’s responsibility. In fact, it’s my belief that 
the Issues of poverty and pollution are drawing this nation together. The 
generation gap closes on these two issues. 

But of the two, poverty is the one problem business already has the skill to 
resolve. The success story behind the National Alliance of Businessmen’s JOBS 
program is witness to this. Businessmen in 131 cities have placed 338,000 dis¬ 
advantaged men and women, hired, trained, or in training for promising careers. 
Gulf joined the Alliance immediately and urges all companies to join—large or 
small. It’s not only humanitarian, it’s good business. Gulf actually started its 
training program for the disadvantaged before the Alliance was created. 

The concept of black capitalism has also demonstrated itself to be successful. 
Be it black capitalism, or red, or yellow, or brown, or white, it has worked for 
Gulf for many years. 

Almost all of our 31,000 service stations in the U.S. are operated by independ¬ 
ent businessmen. Gulf provides every dealer with extensive and continuous 
training. Eighteen of the nation’s major oil companies have pledged to the U.S. 
Department of Commerce to increase substantially the number of minority- 
owned service stations over the next five years. The goal is 28,000 minority-owned 
stations, which represents the relative size of the minority population. Accord¬ 
ing to our most recent survey, Gulf already is on target with 2,166 stations 
owned or operated by minority group members. Of course, we should be. Gulf 
has been providing salaries to minority members while they have been in train¬ 
ing for station operation since 1945. 

There are scores of other examples that we or any company could relate. But 
the point is made. Black or any color capitalism—works Just as well as white 
cnpitallsm. 

The greatest goal business can work to achieve is world peace. I might add— 
world peace through international understanding and healthy economic growth-— 
because this is exactly how business can contribute—by increasing the flow of 
goods, services, and people-to-people communication among the nations of the 
world. 

Enlightened international corporations are the neutral force entwining na¬ 
tions, contributing to the economies of the haves, increasing the productive pow¬ 
ers of the have-nots; contributing to housing, schools, dams, roads, and formings 
commer^al sea, air, and land bridges between nations. 

A Business Peace Corps is the operating style of today’s international cor¬ 
porations. 

Gone are the days when we insisted upon complete self ownership and man- 
n cement of foreign subsidiaries. Although American business continues to hold 
full ownership of many of its overseas ventures, most are now operated by na¬ 
tionals of the host country. And more and more new ventures are being created 
in partnership with local governments, local business, which often hold the 
majority interest. Today’s theory is that it’s better to provide the technology 
and business know-how through minority interest than not to contribute at all. 

The international oil industry is a good example of what I mean about a 
business peace corps. It’s also the best example I can describe accurately. The 
product, itself, provides a vital key to world peace. Petroleum is the life blood 
of every nation’s economy. Oil and natural gas supply our trucks, busses, planes, 
power generators, industry, agriculture. 75% of our nation’s energy needs. Yet. 
oil is where nature put it. And it hasn’t been put in every nation’s backyard; 
certainly not in sufficient quantity for most nations to be self-sufficient. Some 
nations, like Kuwait, have an oversupply. They are dependent upon other na¬ 
tions for markets. Oil export is the principal contributor to these countries* 
economies. Others, like the European nations, have an insufficient supply. They 
depend on continuing oil imports from those with an abundant supplv. The U.S*. 
fortunately, has been self-sufficient, although this independence has a limited 
future. Where our oceans once provided ns with our best defense from attack, 
our oil supply has been the significant factor in our national security for the 
last 50 years. . 

Gulf now operates in 60 free-world countries. We are producing oil in 9 of 
these countries and are now exploring for oil in more than 30. Interestingly, the 
largest new oil fields are located in the world’s developing countries. 



As legal corporate entities, international companies remain politically neutral. 
As human beings, each of us holds a whole range of attitudes about the gov¬ 
ernments with which we deal. Within the limitations of being a guest in econo¬ 
mically developing nations, we bring benefits directly to the citizens of those 
nations. We do our best to preserve the natural environment. We provide capital. 
We provide skills and know-how. We provide jobs and training. And these 
benefits are most important to the emerging nations. Invariably, because an 
American company is doing business with a developing country, its citizens 
are better off than before. Their earning power is improved. They eat better, live 
more comfortably, get a better education, become better equipped to contribute 
toward improving the social well being of their nation. Experience has shown 
that improved productivity has a great impact on the political style of a na¬ 
tion. Government is the result of an economic base. Only by improving that 
economic base is there any substantial social improvement in government In 
our lifetimes we have seen the territories that gained the greatest volume of 
foreign investments have been among the first to become self-governing. 

Gulf has invested many billions of dollars in its foreign operations, much of it 
in taxes, leases, and royalties to the host governments, direct contributions to 
education and housing, construction of roads, bridges, schools, hospitals, and as 
salaries for employees. And the vast majority of employees are nationals. 

Venezuela provides an excellent example of the benefits from foreign invest¬ 
ment. Today Venezuela is one of the largest oil exporting countries in the world. 
Many of the notable advances made in Venezuela have occurred iu the past 40 
years, coincident with the discovery of petroleum in vast quantities in Lake 
Maracaibo. 

From the start, oil companies provided educators, built schools, housing, 
highways, air fields, hospitals; and provided scholarships there and abroad. 
Illiteracy has dropped from 85% to less than 10%. Income to the government 
from royalties, taxes and duties topped a billion dollars a year by the mid-OO’s. 
Local business and personal income from the industry’s practice to purchase 
locally and from the tens of thousands of Venezuelans on the payrolls has 
radiated outward to form a solid foundation for the nation’s economy. In 
Venezuela, 94% of our employees now are Venezuelans, including the president. 
At the refinery, sons of the many illiterate men first hired bow hold college 
degrees and top management positions. 

This style of doing business abroad is being repeated by hundreds of U.8. 
corporations in virtually every nation in the free world. The international 
language of commerce is spoken and heard by all. Emerging nations are acquir¬ 
ing a sense of respect for their advancement and hope for their future, and 
respect from the nations with which they trade. As their educational levels 
grow, their governments modernize and mature. World trade becomes a stabiliz¬ 
ing force as nations become increasingly interdependent for goods and services. 

With time and the capital, energies and know-how of international business, 
the criss-crossing air and sea lanes of commerce will create a global web suf¬ 
ficiently strong to assure the peaceful world we seek. 

The new responsibilities business has for today’s global society are much more 
complex, almost revolutionary when compared to those we faced a few decades 
ago. They cannot be fulfilled unless everyone is involved. Businessmen must 
stimulate every employee toward community involvement—whether the com¬ 
munity is Pittsburgh or Angola. Management must take the initiative to aid 
employees in locating areas in which they may be of service, give recognition 
to those who become involved, provide them with a fair amount of time and 
company facilities that may be helpful. And we must increase our dialogue 
with the public, which knows too little today about our activities, our problems, 
or our contributions to society. Public ignorance of business practices has 
created a growing reservoir of suspicion about our intentions. The half truths 
and distortions have become the weapons of those who attack us. The small 
group of extremists win broader support for every moment we ignore an 
erroneous charge. We are accused of war profiteering on page one of the same 
newspaper whose business page reports a stock market slump due to a war 
escalation. We are accused of racism when, in fact, we recognized long ago 
that discriminatory practices deter a company from attracting its greatest 
asset—talented and skilled employees. They claim we want the poor to remain 
poor, when we are concentrating our resources on the elimination of poverty, 
both for humanitarian reasons, and because employment checks increase our 
profits and welfare checks reduce them. 



We are accused of raping emerging nations of tlieir natural resources when, 
in fact, the nation reaps the major share of benefit from the resource it could 
not unlock without us. We are labeled the source of the world’s pollution when, 
in fact, all mankind is contributing and it is our technology which is the vital 
key to its eventual elimination. 

Business must communicate this information to the public with as much 
effectiveness as those who are now trying to destroy our economic system. Today, 
the society’s majority is hearing only one voice. Tomorrow there could be only 
one voice to hear. We must get out of our office and board rooms and get into our 
communities. This is the only way we truly can meet society’s needs and earn 
its understanding and support—by recognizing and reacting to changing social 
needs and by communicating our business goals, problems, and actions. The 
result will be the happy goal businessmen have always put in first place—a pro¬ 
gressively improving society in which we live—and a reasonably profitable 
growth for our enterprises. 

Mr. Dorsey. It is a very complex and difficult world when you go 
out on your own as a business person, as you well know. 

Senator Church. May I say for the information of the committee, 
there are two rollcall votes back to back. The first one is underway. 

board’s KNOWLEDGE OF BAHAMAS’ FUND 

Senator Percy. I believe you have indicated, I am not sure it was in 
public testimony, at any time has your board of directors been advised 
until the disclosure came out, that these contributions were being made 
abroad and there was the special fund set up in the Bahamas, or any 
corporate entity that you might have within the board, an executive 
committee or a finance committee? Was there any advice given by 
management of the board prior to the public revelation? 

Mr. Dorsey. That is correct. 

Senator Percy. There was not ? 

Mr. Dorsey. There was not. 

Senator Percy. So it was entirely kept. 

Mr. Dorsey, could you indicate why you felt that that was not a 
matter that should have been discussed by the board and policy estab- 
1 ished at that level ? 

Mr. Dorsey. Well, it would appear that there are two questions. If 
you asked me about Korea, the thing that I know something about, the 
tiling that I was involved in, the area in which I made the decision, it 
was within my authority within the corporation to make the expendi¬ 
ture. It was an expenditure of money and my authority for expendi¬ 
tures, for expenses, are greater than the $3 million, so it was not 
necessary under the company policy that I do so. 

If you are asking me why the original fund was set up in the 
Bahamas, I simply do not know, it was long before my time and I 
do not know. 

Senator Percy. Because of the irreparable damage to Gulf as a result 
of these revelations, do you think it would be wise for the boards and 
board members of multinationals in this country, and abroad, to ques¬ 
tion management as to whether such practices are being carried on in 
the company and establish a firm policy where the responsibility would 
lie at the board level then ? 

Mr. Dorsey. I would recommend it very highly. 

Senator Percy. On the top of page 19, bottom of 18, you mentioned 
that your investigation discloses the starting in 1960 Bahamas Ex¬ 
ploration Co. was used for “bookkeeping and accounting purposes to 
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transfer funds for use as contributions, gifts* entertainment and other 
expenses to the United States.” Could you expand on what kind of 
entertainment and what other types of expenses in the miscellane¬ 
ous category have been revealed to you now as a result of your 
- investigation ? 

Mr. Dorsey. I think I am really quoting more or less from what was 
said, is that not correct ? 

Mr. Minks. Right. This is language which appears in our consent 
and undertaking. This is language which generally describes the cate¬ 
gories of expenditures which were made from this fund. These cate¬ 
gories are being more specifically defined by the review committee and 
identified by the review committee. 

Senator Percy. You do not have information yet from the review 
committee ? 

Mr. Dorsey. No. They talked to a great many people but they have 
not talked to me one way or the other. 

MR. DEERING NOT TO TESTIFY 

Senator Church. Excuse me, may I just announce at this time, 
because I have to go vote, Senator, you conclude the hearing, if you 
will, that Mr. Deering will not be called. His presence will be excused 
because Mr. Dorsey’s statement has covered the whole field adequately 
and well. 

Mr. Dorsey. Thank you. 

QUESTIONS FROM SENATOR CASE 

Senator Percy. Mr. Chairman, Senator Case has a number of ques¬ 
tions here which we can either put in the record or I would be very 
happy, if he is not able to leave the floor, and if Mr. Dorsey is able to 
stay/1 would be happy to come back. It might be easier to do it 
right now. 

Senator Church. You work that out with Mr. Dorsey. You are now 
in charge. 

Senator Percy. I will finish up when we get five bells and I will ask 
Senator Case whether he wants the questions answered now. I rather 
think he would, and we would not be leaving things for you to do 
afterward. 

THE TAX EFFECT 

On page 19. you have indicated that' the fund irgnsmitted to 
Bahamas Exploration were deposited in a new bank account and 
entered as deferred charges as written off as expenses during the 
current year. Would you care to comment on what tax effect that has 
then on the writeoff ? Does it affect the tax returns of the United States 
of America, or any foreign country, and has it been revealed there was 
anv illegality in the type of expenses incurred and, therefore, the 
writeoff? 

Mr. Dorsey. Well, I have been advised, I have every reason to think 
it is absolutely true that there are no tax consequences on any of these 
transactions that have been made. They were not claimed for tax pur¬ 
poses as expenses for tax purposes. There was no tax consequences. 

Senator Percy. I am glad to hear that. 



Mr. Dorsey. For which I am thankful to whomever set it up in the 
first place, at least they did one thing right. 

Senator Percy. There was never an attempt to write off as business 
expenses for tax purposes. These were capital contributions, in a sense ? 

Mr. Dorsey. Yes, sir. 

GULF’S EARNINGS FROM KOREA 

Senator Percy. You indicated that your investment totaled $300 mil¬ 
lion. What have been recent earnings from Korea on that investment ? 
Have you broken that out in your financial statements at all, or can you 
tell the committee what your earnings have been in South Korea after 
taxes ? 

Mr. Dorsey. No, not precisely. I can probably give you a measure of 
it. Our total exposure at one time was $300 million. We have been there 
for 12*years and I think that we have yet to recover about $150 million. 
So, one way or another we have recovered over 15 years about half the 
money we have invested, which does not suggest a very high rate of 
return. 

recess by committed for vote 

Senator Percy. The committee will recess for a period of about 20 
minutes while we take these two votes and then be back. 

Mr. Dorsey, is it convenient for you to stay on then for a little bit 2 

r A recess was taken.] 

Senator Percy. Mr. Dorsey, I think we can move right along and 
finish this up, w T e hope with dispatch. 

STUDIES MADE BY GULF 

In these countries in which you have done business, I presume that 
you have now made a legal study to determine in which countries the 
corporate contributions to political candidates or parties are legal or 
not. 

Is it possible for you to furnish for the record to this committee, 
whatever studies you might have already made? I do not want you to 
make any special studies. If you have a list of those countries it would 
help us to know where corporate contributions have been made, or 
where corporate contributions are illegal ? And do you happen to know 
whether Gulf has made contributions that are now determined illegal 
in other countries besides South Korea ? 

GULF’S BOLIVIAN CONTRIBUTION 

Is Bolivia the case or w as that an illegal contribution by Bolivian 
law* ? 

[The information referred to follows:] 

[Supplied by Gulf Oil Corp.] 

Senator Percy asked if we had made a leagl study to determine in w’hich coun¬ 
tries the corporate contribution to political candidates or parties are legal or not. 
We have made no special study of this matter, although our inquiries have con¬ 
firmed that these contributions were lawful in Canada and England and were 
unlawful in Korea. 

Mr. Dorsey. Yes, sir, I think so. 
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Senator Percy. Do you have knowledge whether you have made 
contributions in other countries that your studies revealed are illegal 
by the laws of those countries ? 

Sir. Dorsey. We are still studying that and we are not sure. I have 
mentioned all the countries I know. There may be other countries turn 
up but in any event, we are trying to determine the legality or illegality 
in every country, not that we intend to us§ the information but- 

Senator Percy. It is fairly standard practice for contributions to be 
made for the political process in most of the countries in which you 
do business ? 

Sir. Dorsey. It is not my impression that it is. It is not my impression. 

RELATIONSHIP BETWEEN CONTRIBUTION AND GULf’s INVESTMENT 

Senator Percy. Do you know if the size of the Gulf Oil contribu¬ 
tion was considered significant in relation to the total campaign budg¬ 
et of those political activities to which the company contributed ? Were 
you carrying a very large share of the cost of the campaign in Korea 
or do you have any idea what proportionate share you were carrying? 

Sir. Dorsey. I obviously do not because no one would have told me, 
but I would have presumed that the amount we were asked for or 
that wo finally agreed to must have been borne—I had the impression 
it bore some relation to our investment and to our importance in the 
country. But it is only an impression. I would think the others were 
asked accordingly. 

QUESTIONS FROM SENATOR CASE 

Senator Percy. The following questions, Sir. Dorsey, are questions 
from Senator Case, and I simply ask them in his name. 

HOW MANY IN GULF KNEW OF KOREAN PAYMENTS? 

How many people within Gulf knew of the payments? In your view, 
how many people knew about the payments made and their purpose? 

Sir. Dorsey. Talking about Korea again ? 

Senator Percy. Yes. 

Sir. Dorsey. I presume- 

Senator Percy. I would say that the question should be broad enough 
to include South Korea as well as all other countries where campaign 
contributions were made? 

Let us take Korea first. Be specific about that. 

Sir. Dorsey. I am not trying to evade. It is a very difficult question 
to answer. You never know who is involved in the decisionmaking at 
any one time in the past. I would think that probably four to six 
people had knowledge of it within the corporation. 

Senator Percy. That is on the South Korean contributions? 

Sir. Dorsey. Yes, sir. 

Senator Percy. Then, taking into account all other contributions 
to other countries as well and, therefore, their political campaign, how 
many people in Gulf might have known of the existence of such 
a fund and payments were being made and for what purpose ? 

Mr. Dorsey. I would think at any one time not more than four 
to six. For example, I did not know about the Bolivian matter, al- 
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though I was in the headquarters office at the time. I did not know 
it was done by other people and I was not asked or consulted, but I 
would think in^ the nature of four to six people at any one time. 

gulf’s policies and decisions concerning contributions 

Senator Percy. A question on my own. Was it ever stated as a policy 
any place, so that people had some leeway, that you had to accom¬ 
modate yourself, you had to do business in accordance with the local 
mores and customs, habits, and so forth, therefore, they had the dis¬ 
cretion to go ahead but policy had been established at some higher 
level that this was, if necessary authorized in advance, or when you 
discovered the Bolivian contributions, for instance, did you feel that 
it had been made by officers of the company or employees of the com¬ 
pany without specific direction and without, in contravention of any 
policy of the company ? 

Mr. Dorsey. Well, it was, unfortunately, not in contravention of 
the policy because there was no policy ana that is too bad in itself. 
I would believe that whoever made the decision about the Bolivian 
contribution, did it under great pressure and because they did be¬ 
lieve it to be in the best interests of the corporation. 

I would simply add that we were completely expropriated by the 
Bolivian Government about 2 or 3 years later," completely and abso¬ 
lutely. 

Senator Percy. Again, on behalf of Senator Case. 

In your estimate, how many individuals in the recipient country 
were aware of the first payment that was made? Did you deal with 
the very same people at the time the second payment was made? And 
I think this applies to South Korea, the first payment in 1966, the 
second in 1971. 

Mr. Dorsey. I have no idea how many people in South Korea would 
have known it. I suspect like most things, they would not talk about 
it too much, a rather small and select group. And basically, yes, we 
dealt with, more than one person talked with us, but only about 
three at most, and I think basically they were the same people in 
both years. 

Senator Percy. Again, a question of my own. We have various de¬ 
vices for letting a contributor know the top man is going to know about 
it. Republicans and Democrats have used this system. 

They tell you in advance the President wili ^et a list or he will be 
notified as head of the party the contribution is being made or you 
will be invited to the White House or there will be a special briefing 
by Cabinet officials for you, but there is some special attention paid to 
contributors, we all know that, and under various administrations. 

HOW THE CONTRIBUTION WAS MADE 

Can you tell the subcommittee what was told to you, if anything, 
about how this contribution made to Mr. Kim, who is the finance chair¬ 
man of the party, but who really does not make basic decisions for the 
Government and is not, as I understand it, a part of the Government. 
How were you advised that the big people who did make the decisions 
above Mr. Kim, would know of your contribution ? 
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Mr. Dorsey. After all these years, I cannot say with any exactness 
precisely what I was told. Obviously, I was, or whoever was involved, 
would be alternately cajoled and threatened and in a matter like this, 
and I am sure that somewhere along the line that such a statement 
was made to me or to some of our people that were involved, but I do 
not recall it precisely. 

Senator Percy, There is no question though, that probably Presi¬ 
dent Park and other key Government officials would know very defi¬ 
nitely about your contribution ? 

Mr. Dorsey. Well, I cannot say that I had any reason to think they 
would but I have every reason to believe that I was told that they 
would, which may be two different things. At least, it turned out that 
way in our country. 

GULF’S ACTIVITIES IN BOLIVIA 

Senator Percy. Again, on behalf of Senator Case, how many people 
and individuals in Bolivia actually knew of your political contribu¬ 
tions there ? 

Mr. Dorsey. I really do not know. I have only found out about the 
Bolivian matter in the last week. 

GULF’S ACTIVITIES IN ITALY 

Senator Percy. Do you have any knowledge on Italy ? 

Air. Dorsey. No, I am sorry, I do not. 

Senator Percy. Do either of your colleagues? 

Mr. Minks. No. 

Mr. Seamans. No. 

THE EXTRA INTEREST FUND IN KOREA 

Senator Percy. In Korea many bank employees must have known 
of the ext ra 1 ^ interest fund. Did you have a feeling that the activities 
and contributions were known or was this payment made in such a 
way that the information could not have spread among lower level 
employees in, say, the bank or some place else ? 

Mr. Dorsey. I really do not know how the Koreans handled the 
money once it was in their hands. 

THE BAHAMAS FUND 

Senator Percy. Senator Case asks have you any reason to believe 
that any official of the Bahamas Government or private individuals 
residing in the country, not connected with Gulf Oil, were aware of 
the payment? 

Mr. Dorsey. I would certainly think not. 

Senator Percy. Did you not need a local lawyer or local banker, 
local auditing company ? 

Mr. Dorsey. Excuse me, you might be able to helji him on that. 

Mr. Minks. Would you please repeat your question. Senator Percy? 

Senator Percy. Have you any reason to bejieve that any officials 
of the Bahamian Government or private individuals residing in that 
country not connected with Gulf Oil were aware of the payments? 
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Mr. Minks. Nothing has been revealed to my knowledge, as a result 
of the investigation to date. 

Senator Percy. Did you have a local lawyer, local banker, a local 
CPA, that audited you down there that would have knowledge of this 
fund? 

Mr. Minks. All in with respect to Bahamas exploration? No, we did 
not. 

Senator Percy. I would be happy to have Senator Case’s top stall 
professional person interrupt because I am not always sure what Sen¬ 
ator Case has in mind on some of these questions. 

Mrs. Lewis. We request that you furnish information about this for 
the record, because it is obvious we are not asking the right people. 

Mr. Minks. I am not quite sure what information you are seeking. 

Mrs. Lewis. Any Bahamian nationals who might have been aware 
that the payments were made ? 

Mr. Minks. I can answer that again in this way, quite directly, that 
to date the investigation which has been conducted has not revealed 
any such person who had knowledge of this information, but if any 
develops that information will be the subject of the review committee 
report and will be made public. 

Senator Percy. Mr. Dorsey, do you think that these payments would 
have been made had you been under obligation to inform stockholders 
of this fact ? 

Mr. Dorsey. I am sure not. 

Senator Percy. What would be your view of legislation not prohibit¬ 
ing foreign bribes, political contributions, or excessive agency fees, but 
requiring that these be made public to the Security and Exchange Com¬ 
mission and shareholders? 

Mr. Dorsey. I think it would serve precisely the same purpose. 

Senator Percy. There were reports in this mornings New York 
Times at an annual meeting of the Exxon Corp. Mr. Jamieson admitted 
his firm also made political contributions in countries where this was 
legal, and there were indications that Canada was among the countries 
as well as the United Kingdom. 

Has Gulf made any legal political contributions in Canada or Eng¬ 
land and, if so, can you tell how much ? 

Mr. Dorsey. To my knowledge, they have not. 

other uses for the slusii fund 

Senator Percy. Senator Case has a theory that sometimes inven¬ 
tion is the mother of necessity. In your view, could the fact that your 
company had a method whereby money could be moved in fact, have 
inspirecl people to put the touch on Gulf. In other words, if there is 
say, well, we want a part of it. If the existence of the slush fund was 
knowledge of the slush fund that might in a sense activate people to 
not a very well kept secret, might it not have inspired the need for it ? 
How else can we explain Mr. Stans’ request for illegal corporate funds 
of which he would not normally have had any reason to believe could 
have been made available that again is the next to last question ? 

Mr. Dorsey. I do not think it is true abroad, would not be true of 
foreign countries. From what I have read and what I have been given 
to understand, it probably was true in the United States. 


Senator Percy. Finally, do not the OPIC contract terms in fact state 
that if a company had acted in such a way to merit expropriation, un¬ 
less by U.S. Government order it cannot collect on tnis insurance if 
expropriated, so your insurance only Avorks if you behave yourself. 
The U.S. Government does not conaone interference in foreign elec¬ 
tions, even though it encourages foreign investment. Again, Senator 
Case's quest ion ? 

I think that there was a question mark at the end of it. Would you 
care to comment on the OPIC impact ? 

Mr. Dorsey. If it is a statement I am not sure I agree with it. But on 
the OPIC, I simply do not know but it sounds very logical to me that 
a good insurance man would write such a proviso. 

Senator Percy. I would like to just make a personal comment on 
your appearance here this morning. 

I think if President Nixon had done what you have done, originally, 
and just owned up to everything, and laid it on the line, and that is 
what I urged and Barry Goldwater. When Percy and Goldwater agree 
so conclusively on something, I would have hoped he would have lis¬ 
tened at that time. And that was years ago. All we said was. tell us what 
happened, trust the American people with the truth, and the reasons 
for it. And I have every conviction that if he had done that and con¬ 
fessed up to everything and took all of the blame himself, the American 
people would have been very, very understanding. 

Mr. Dorsey. I believe that. 

Senator Percy. I think he would have finished his term. But it 
was the failure to disclose, it was hiding the evidence, and it was tell¬ 
ing an untruth to the American people. I have no reason to believe 
that your testimony is not the truth, the whole truth, and nothing 
but the truth, in this case, and your commitment to continue to fur¬ 
nish this committee with information I think is a very, very helpful 
pledge on your part. I think it has been extraordinarily helpful 
to us and absolutely the right and wise decision by you and your 
board that this testimony, painful as it is. I think as you walk out of 
this room, Mr. Dorsey, you will have a tremendous load off your 
shoulders, and I think you have done eminentfy the right thing, and 
we want to express, certainly for Senator Case and myself, and Sen¬ 
ator Church has for the entire subcommittee, our appreciation to you 
and to Gulf for your candor in this matter and for your helpfulness 
and guidance. I think you have given, because this is not an investiga¬ 
tion of Gulf, it is an investigation of having these facts now in our 
hands, what do we do with them, and it is very, very difficult. I think 
your testimony is going to be extraordinarily helpful to the State De¬ 
partment because they are struggling with what should be the right 
American policy in this regard, and your candor and I hope that 
others who feel as you do will come forward voluntarily and let this 
subcommittee know what they think policy ought to be. This is in 
the interest of our country, our economy, and our well-being all over 
the countij, and we solicit earnestly advice and counsel as we start 
now to legislate in this area as to what the proper thing is to do. 

I will ask counsel to just ask one final question. Is that a question? 

Mrs. Lewis. It is not a question. Could we have information for the 
record, please, regarding legal political contributions that may have 
been made by Gulf, particularly in Canada and the United Kingdom? 



Mr. Dorsey. Yes. 

[The information referred to follows:] 


[Supplied bjr Gulf Oil Corp.] 


Mrs. Lewis requested information for the record regarding legal political 
contributions that may have been made by Gulf, particularly in Canada and 
the United Kingdom. We have searched our records and are unable to find any 
political contributions having been 'made in the United Kingdom. Gulf has made 
political contributions in Canada by its wholly-owned subsidiary, Gulf Minerals 
Canada Limited, in the following amounts: 1971—U.S. $9,000; 1972—U.S. 
$17,000; 1973—U.S. $2,000; 1974—U.S. $15,000. We are advised that these 
contributions are a matter of record and are lawful under the Federal and 
Provincial laws of Canada and that corporate contributions are a customary 
and accepted business and political practice in Canada. 


Tiik Gulf Companies, 
Pittsburgh, Pa., October 23,1975. 

Hon. Frank Church, 

Chairman, Subcommittee on Multinational Corporations, U.S. Senate, Wash¬ 
ington, D.C . 


Dear Senator Church : This is in response to your letter dated October 15, 
1975. 

The first part of your letter asked Gulf to provide further information con¬ 
cerning legal political contributions made by Gulf in all foreign countries which 
we understand to be an expansion of the original request to 1 supply such infor¬ 
mation on England and Canada. Information with respect to Gulf’s contributions 
in England and Canada was submitted earlier with the understanding that the 
Review Committee was still investigating such matters and may have further 
findings. Gulf has been cooperating fully with the Review Committee, whose 
report is now due on or before December 15, 1975, and is expected to include a 
full disclosure of all foreign contributions. When the report is concluded and 
released, the information will be supplied to your promptly. 

Mr. Jerry Levinson, in a telephone conversation with Mr. Charles Boyce of 
my office, said that submission of the Review Committee report, when available, 
would be acceptable compliance with your request of October 15 concerning this 
subject. 

The second part of your October 15 letter dealt with the contribution by Gulf 
to International Affairs Consultants, Inc. and the recipients of funds from this 
organization which might have been supplied through the Gulf contribution. In 
this connection, I mailed a letter dated October 10 to you correcting and sup¬ 
plementing the record on the basis of further information obtained from Dr. 
John H. Davis, one of the principals of International Affairs Consultants, Inc. 
I suspect our letters crossed in the mail, and Mr, Jerry Levinson advised Mr. 
Boyce that your office lias now received my letter. 

Very truly yours, 


Merle E. Minks, 

General Counsel. 


Senator Percy. Do either of your esteemed members of the staff 
have any further questions? 

Mr. Levinson. No, sir. 

Senator Percy. The hearings, therefore, are recessed, imtil the call 
of the Chair. 

[Whereupon, at 1:10 p.m., the subcommittee was recessed, subject to 
the call of the Chair.] 



POLITICAL CONTRIBUTIONS TO FOREIGN 
GOVERNMENTS 

“Global Reach” 


MONDAY, MAY 19, 1975 

United States Senate, 

Subcommittee ox Multinational Corporations 

of the Committee on Foreign Relations, 

Washington, D.C . 

The subcommittee met, pursuant to notice, at 10:15 a.m., in room 
4221, Dirksen Senate Office Building, Senator Frank Church (chair¬ 
man of the subcommittee) presiding. 

Present: Senators Church, Symington. Clark, Case, and Percy. 

Senator Church. The hearing will please come to order. 

From time to time in the course of this subcommittee’s investigation 
of multinational corporations it has been our custom to hold what we 
call a seminar-type hearing. This morning we will conduct such a hear¬ 
ing featuring Mr. Richard J. Barnet, who is the founder and codirector 
of the Institute for Policy Studies, Washington, D.C., and Ronald E. 
Muller, who is a professor of economics at the American University 
here in Washington, D.C. 

These gentlemen are the coauthors of a new book on the subject of 
multinational corporations called “Global Reach” and we have asked 
them here to briefly present their views, and then we will ask them 
questions. 

I expect that Senator Case will be here for the questioning period. 
Because it is late, I think Ave should get the hearing under way. 

So I Avill ask both our witnesses to come forward and take their places 
beside the two microphones and, in accordance with the custom of the 
committee, I Avould like first to ask you to stand and be sworn. 

Do you both swear that all the testimony you are about to present to 
this committee will be the truth, the whole truth, and nothing but the 
truth, so help you God ? 

Mr. Barnet. I do. 

Mr. Muller. I do. 

Senator Church. Thank you very much. 

TESTIMONY OF RICHARD J. BARNET, FOUNDER AND CODIRECTOR, 
INSTITUTE FOR POLITICAL STUDIES, WASHINGTON, D.C. 

Mr. Barnet. It is a great pleasure to be here and to have this op¬ 
portunity to present our views on what is, I think, clearly a most im¬ 
portant and insufficiently underdeveloped in the Nation and interna¬ 
tional economy, the rise of multinational corporations. 
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Like many other Americans, I was shocked by the revelations last 
week about the illegal campaign contributions oi Gulf Oil Corp., but 
I must say that I was not surprised. There have been enough revela* 
tions already by your committee and the press of a pattern of illegal 
conduct that I believe that this is a subject which is very deserving 
of serious congressional scrutiny. 

VARIETY OP ILLEGAL ACTIVITIES 

Our own investigations in the course of preparation of our book 
have confirmed the fact that there is a rather wide variety of illegal 
activities about which we have been informed, particularly in the 
Latin American—which I think reflect great discredit on this coun¬ 
try. But I believe that the issues raised by the global corporation 
transcend the question of criminal behavior, and it is not really a 
crime, corporate crime as such that should most concern us, but the 
effects of ordinary business practice of multinational corporations, 
because these practices in our view are bringing about a revolution in 
the world economy which is having profound implications for all 
the Americans. 

THE GLOBAL CORPORATION 

The global corporation, and we prefer that term to multinational 
corporation, are really the first global planners, that is they are the 
first institution in history that really can attempt and does attempt 
to look at the whole world as a unit, as a source of labor, as a market. 

What that means is that the United States more and more is becom¬ 
ing part of a world economy spearheaded by the multinational 
corporations. 

The interdependency of the world economy, the interdependency of 
the American economv in the world system, is now increasingly being 
brought about through activities of global corporations. The problem 
of this has to do, I think, with the goals of the global corporation. 
The basic goal of the global corporation is global profit maximization. 
That is the attempt to develop a global balance sheet which is most 
favorable from the corporation point of view, and as my colleague will 
discuss in some greater detail, this often can mean and does mean 
profit minimization in a number of particular countries. 

AMERICAN INTERESTS 

_ The real issue now increasingly is where that strategy of global 
maximization of U.S.-based corporations is fundamentally m the 
interests of the American community and the interests of other 
countries. 

The heart of the problem ultimately is not economic but political. 
It is a problem of power and the question of whether the power exer¬ 
cised by what is really a unique institution, a new development in the 
history of the world economy, is accountable power. Where an insti¬ 
tution that is able to skate above national regulations to work within 
the cracks between the law of different countries is really account- 



able in the sense in which we have traditionally talked about account¬ 
able power in our system. 

THE ROLE OF THE GLOBAL CORPORATION 

The global corporation has become, I think, by default, by default 
of government and by the lag of our political institutions, the prin¬ 
cipal planners for our society and increasingly for other societies. 

The source of power is the control of capital, the control of na¬ 
tional resources, energy, technology, and communications. And in¬ 
creasingly, these tremendous sources of power are becoming concen¬ 
trated in fewer and fewer hands. 

The problem then, I think, is fundamentally a question of where 
our political institutions, our laws, our tax law, our antitrust laws, 
our disclosure clause, have kept pace with the revolutionary changes 
in the world economy. 

It is this question' that my colleague now addresses liimselfs 

TESTIMONY OF BONALD E. MttLLER, PROFESSOR OF ECONOMICS, 
AMERICAN UNIVERSITY, WASHINGTON, D.C. 

Mr. Muller. Senator, thank you for this opportunity to enter into 
a seminar-type dialog with you. 

I would like to reference my remarks quite briefly to the foreign 
relations aspect of the multinational corporation. They relate par¬ 
ticularly to the very, very visible process of growing national eco¬ 
nomic instability that has Wen plaguing this country since the middle 
1960's. 


“national instability of global corporations . . .” 

Because the analytical framework of this work is very, very new, 
and because four or five major conclusions that I will be presenting 
are also really new, I would like to ask that a copy of my verbal 
testimony in the recent article published by “Challenging,” the maga¬ 
zine of economic affairs, also be included in the record. 

Senator Church. Do you have reference to your article entitled 
“National Instability in Global Corporations: Must they Grow 
Together?” 

Mr. Muller. That is the formal one. There is a much shorter sum¬ 
mary. I think for policymaking purposes, it is entitled “Global Cita¬ 
tion and the Failure or Economic Policy.” The reason I am asking 
this be' included in the record is that the editorial board of this par¬ 
ticular journal includes a wide array of distinguished economists all 
from different schools of thought, so I think it is a representative 
way of- 

Senator Church. Your request is to have it included in the record 
of this hearing? 

Mr. Muller. Yes, sir. 

Senator Church. Very well, without objection. 

[The information referred to follows *] 
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[Reprinted from Challenge, May-June 1975] 

Globalization and the Failure of Economic Policy 
(By Ronald E. MttUer) 

The global reach of giant conglomerates has rendered obsolete many 
of the premises on which policy is based. What is needed now is a 
system of democratic social planning that takes the new situation 
into account 

Since the mid-1960s, economic policy has become increasingly ineffective, if not 
actually perverse. The resulting “stagflation” is a source of constant bewilder¬ 
ment to economists whose notions about economic behavior come straight out of 
the neoclassical text. But to economists who have been studying the emergence 
of multinational corporations as the dominant actors in the American political 
ecouomy, the current era,of economic instability is not incomprehensible. 

The globalization of the world's largest industrial and financial enterprises 
represents a structural transformation as fundamental as the post-Civil War 
development of the small, local firm into the large, nationwide corporation. Be¬ 
cause global corporations operate differently from merely national ones, this 
transformation has invalidated the behavioral assumptions of orthodox theory. 
Preferably, policies based on those assumptions tend to misfire repeatedly, par¬ 
ticularly as the multinationals increase their dominant position in both the na¬ 
tional and international economy. Only when the gap between the development 
of the economy and the development of instruments of economic policy Is closed 
will the government be able to maintain full employment, price stability and 
balance of payments equilibrium. What this eventually requires is explicit public 
sector planning on a scale that few economists have heretofore thought either 
necessary or desirable. 


GLOBALIZATION AND CONCENTRATION 

The turning point in the structural transformation of the American economy 
occurred almost precisely in the middle of the last decade, when there were basic 
shifts in the trends toward both globalization and concentration of the private 
sector. An ever-increasing share of profits began to be derived from foreign oper¬ 
ations, until now some 30 percent of all corporate earnings come from overseas. 
(As recently as I960, foreign-source earnings were only 7 percent of the total.) 
Overseas investment in plant and equipment by U.S. corporations also acceler¬ 
ated, from 0 percent of their total outlays in 1957 to 25 percent in 1970. Between 
1901 and 1970, foreign sales as a proportion of total revenues doubled for Ameri¬ 
can manufacturers. In banking, foreign deposits of the largest U.S. banks rose 
from 8.5 percent of their domestic deposits in 1900 to more than 65 percent today. 

After a lag, the globalization process led to acceleration of the rate of increase 
in industrial and financial concentration in the U.S. domestic sector. Between 
1955 and 1970, the Fortune 500 increased their share of total employment, profits 
and assets from slightly more than 40 percent to over 70 percent. In part, the 
momentum of concentration was reflected in the corporate merger movement. 
The acceleration in mergers was such that almost 60 percent of the $66 billion 
in merged assets between 1953 and 1968 were acquired during the last four years 
of that period. Although the top 100 firms accounted for only 333 of the 14,000 
mergers, they acquired 35 percent of all merged assets. 

Concentration got underway more slowly in banking than in the industrial 
sector. By 1970, however, 5 of the nation's 13,000 banks accounted for over 48 
percent of all bank assets. Between 1965 and 1970, the top 60 banks increased 
their share of assets at double the rate they had experienced over the previous 
ten years. Now, 9 of the nation's largest banks account for more than 26 percent 
of all commercial and industrial lending. They hold 90 percent of the entire 
indebtedness of the American petroleum industry, 66 percent of that of machinery 
and metal products firms, and 75 percent of that of the chemical and rubber 
industries. 

The nearly simultaneous increase in foreign activities and concentration has 
not been a mere coincidence. For, after a wave of overseas expansion, the global 
corporation often uses the added internal economies of scale to supplement its 
competitiveness at home. These corporations tend to be conglomerates, which 
employ nonprice forms of competition and are inclined to use market share 



63 


rather than profits as the yardstick by which to assess performance. Because 
parent conglomerates can “cross-subsidize” subsidiaries 1 by contributing tech* 
nology, capital and marketing capabilities, the corporations almost inevitably 
gain an increasing share of any market they go after. Thus, overall concen¬ 
tration is almost bound to increase as global conglomerates become more and 
more powerful compared to smaller single-industry national firms. 

THE VICIOUS CIRCLE OP ECONOMIC POLICY 

One result of the increasing concentration Is that a series of vicious circles 
has been set up for economic policymakers. During a slump, the largest firms tend 
to absorb a disproportionate share of both the tax reductions and expenditure 
increases that are intended to stimulate the economy. This gives them the 
wherewithal to enhance their market share. But the more concentrated the in¬ 
dustry, the greater the probability that it will continue to raise prices even 
during a slump, thus limiting the ability of the government to encourage ex¬ 
pansion of aggregate demand. 

A similar phenomenon takes place with regard to monetary policy. During 
periods of credit restriction, the largest ■ banks and industrial firms do not re¬ 
spond quickly to the higher financing costs, since their oligopoly positions permit 
them to pass on increased credit costs to their customers. Smaller banks and 
firms, with less secure positions, must respond immediately by lowering their 
lending and investment plans. Thus, the impact of aggregate policy once again; 
promotes further concentration. 

THE POST MARKET ECONOMY 

As globalization and concentration proceed, an increasing share of economic 
transactions comes to be represented by arrangements between subsidiaries of 
the same parent This leads to the development of something that can be called 
the “postmarket economy” in which transactions between independent buyers 
and sellers no longer provide correct signals about the balance of supply and 
demand. Thus, the key social function of the market—that of providing a 
mechanism for economic equilibrium—is increasingly negated. 

In the foreign sector, large-scale corporate sampling surveys show that over 
50 percent of total trade is now of the nonmarket, intracorporate variety. Yet 
government disclosure requirements cover only about half of such transactions. 
The result is a “crisis in information” that is enhanced by accounting tech¬ 
niques which allow a corporation considerable flexibility in presenting its fi¬ 
nancial statement. The use of intracorporate transfer and the advent of such 
substitute financing as leasing, combined with the growth mentality peculiar 
to the conglomerates, has led Leonard Spacek, former chairman of Arthur 
Andersen & Co., to call the term “generally accepted accounting principles” a 
fiction. “My profession appears to regard a set of financial statements as a rou¬ 
lette wheel,” Spacek has stated. 

Whatever legitimate social purposes are served by corporate balance sheets, 
they now hide more than they reveal. For instance, unions are increasingly 
frustrated in their attempts to make an accurate assessment of the profitability 
of a particular subsidiary with which they are negotiating, since profits can 
easily be shifted to another part of the conglomerate’s system. 

As always, there has been a considerable log between changes in the private 
sector and an appropriate response by public authorities. One ironic result was 
the failure of economic controls during the Nixon Administration’s NEP experi¬ 
ment. A major reason for the failure of price controls was, of course, the at¬ 
tempt to administer them with a staff of 300 people, fewer than 10 percent of 
whom were trained economists. But a contributing factor was the failure to 
take into account the sheer volume of intracorporate transactions. Domestically 
produced goods were alt too frequently sold (on paper) as exports to foreign 
subsidiaries and then resold (also on paper) as imports into the United States. 
Since foreign trade was not under price control, there was no limit to the prices 
that could be charged. There is evidence that such fictitious sales were a major 
reason for price increases in such “linkage” industries as construction materials, 
metals, fertilizers and agriculture. 

LOSS OF CONTROL 

of the global conglomerates, nations have increasingly lost 
the ability to control their own money supplies. One reason is the growth of non- 
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market fptrabank and intracorporate transfers across national boundaries. A sec¬ 
ond reason is the creation of the Eurocurrency market, outside of normal bank¬ 
ing regulations, which was an understandable response to th^’needs of global 
corporate expansion. The lack of reserve requirements has made this $100 bil¬ 
lion pool of deposits an incalculable and unpredictable source of further in¬ 
creases in the woricf money supply. As Harvard's H. S. Houthakker notes, this 
•‘almost certainly contributes powerfully to the inflationary pressures that no 
nation has succeeded in keeping under control.” 

The loss of sovereignty over the money supply was demonstrated clearly by 
the experience of the United States in the 1969 credit squeeze. The Fed attempted 
to constrain growth in the money supply by lowering interest rates on certificates 
of deposit (CDs), in the hope of absorbing the funds through sales of treasury 
bills. Instead, the money was drawn to the higher interest rates then obtainable 
in the Eurocurrency market. These liquid assets were brought back to the 
United States through intrabank borrowings by U.S. global banks. The funds 
if* were then loaned at higher-than-prevailing rates to U.S. global firms which, 

!!fev because of their market power, could pass the increased costs on to consumers. 

Thus the U.S. money supply expanded, the exact opposite of the intended result. 

The rise of the global corporation has generally been detrimental to the posi¬ 
tion of workers, particularly since the pace of competition has stepped up with 
the full-fledged entry of European and Japanese enterprises. Driven by inter¬ 
national comparative cost differences first in labor and later in tax and anti- 
pollution costs, American companies offset declines in domestic and export 
market shares by a remarkable mobility in transferring their production opera¬ 
tions to “export platform” facilities in underdeveloped countries. What Boston 
University's Dean of Business, Peter Gabriel, has termed the “herd instinct” of 
global corporations showed itself dramatically as the latecomer Japanese and 
European firms began to duplicate export platform foreign investments of the 
pioneer American companies. Unions found another aspect of their counter¬ 
vailing power eroded as the threat of strike was effectively offset by the threat 
of production transfer overseas. 

THE NEED FOR PLANNING 

Policymakers have yet to comprehend the forces produced by the globalization 
and concentration of the corporate sector. The worldwide complementary plan¬ 
ning decisions of global banks and industrial companies have brought with them 
a convergence of the business cycles of advanced nations. The upshot is that the 
U.S. can no longer, through foreign trade and finance, rely on Europe’s upswing 
to help bring it out of a slump—and vice versa. Today, one nation’s deflationary 
or inflationary surge helps bring on and accelerate those of other countries. 

The rise of the global bank has linked the financial systems and money supplies 
of nations. Despite this interdependence, however, no global central bank of last 
resort exists which could stem an international liquidity crisis, such as is likely 
to be triggered by the Eurocurrency market. The structural lag accompanying the 
rise of the first postmarket global corporations, those in the petroleum sector, was 
overcome by a structural phenomenon known as OPEC. But the transformation is 
not yet complete, since a financial structure capable of recycling the liquid assets 
that were dramatically redistributed as a result of OPEC’s actions is still to 
be built. 

To orthodox economists (and, unfortunately, the managers and government 
policymakers they advise), the events of the day have come as a surprise. These 
economists have assumed that primary institutions are static, and they have 
been preoccupied with functional studies of changes in aggregate data. But after 
a period of structural transformation, their model is obsolete, and so are their 
policy prescriptions. At this point, the model needs updating to bring it closer 
to the structural reality Which it seeks to predict. So it was with Keynes, who, in 
the midst of the crisis in economics of the 1930s, built upon the work of the 
Swedish school of Wicksell and Myrdal to derive a new model for policymaking 
purposes. 

The traditionally accepted public institutions for managing the economy have 
not kept pace with the revolution in the private sector. The most notable symptom 
of this structural lag is the information crisis. But the political implications of 
the greatly increased interdependence among nations are not yet fully under¬ 
stood. For example, there is a clear need for people in the United States to ask 
fundamental questions about the adequacy of current public regulatory institu¬ 
tions. In particular, they should be concerned about the antitrust laws and en- 



forcement mechanisms, corporate disclosure laws, accounting conventions, bank¬ 
ing and labor relations legislation and the capacity of the government itself to 
maintain its corporate tax base. 

On the other hand, such seemingly national issues have unpredictable economic 
impacts in a time of global interdependence. If the regulatory institutions of only 
one country, say, the United States, are altered in an attempt to provide more 
reliable stabilization policies, that nation’s national income is likely to suffer: 
competitive oligopoly advantages will accrue to the global corporations of other 
nations. The age-old dilemma of the oligopolist—“if I do not take advantage of an 
opportunity, my competitors will”—is now true for the national policymaker as 
well. This is why some form of international planning is now absolutely necessary. 

Whether or not global harmonization is politically feasible, and, if it is, for 
whom it will be economically desirable, are the primary issues facing national and 
international “econopolitics” in the years ahead. People like Walter Adams, John 
Kenneth Galbraith, John Blair, Barry Commoner and Gunnar Myrdal would add 
considerations such as the social, as opposed to the private, efficiency of the 
current size of large global corporations; the lack of a community voice in the 
conglomerate’s plans for a local subsidiary; and the desirability, let alone 
feasibility, of maintaining the present composition of national output. Those who 
would limit planning to the international harmonization of national economic 
policies assume that the present conglomerate system of production is socially 
desirable. Others doubt that assumption and therefore advocate a different form 
of planning. But, in my opinion, even those who rightly recognize the negation of 
the market’s social function and the heightened technological interdependence of 
society have yet to grasp fully the depths of global interdependence. Again, the 
differences between the two groups means a very different kind of planning. 

Those advocating only a harmonization of national economic policies would 
probably replace national regulatory institutions with transnational ones, partic¬ 
ularly in the domain of finance, taxes, corporate disclosure and antitrust. But 
such a step suggests an even further lessening of local and national social control, 
something I cannot accept. Instead, I would urge a social development plan for 
the United States so that we can increase the degree of local, community and 
national social control over our economic system. 

A major objective of a social development plan is to take advantage of our 
current knowledge and give the American people the opportunity to decide 
what type of nation they wish to have in the future. It would help us avoid 
the unpleasant consequences of unplanned development in an interdependent 
world. One warning: if we are to uphold personal freedom, we must use the 
political process to select plan objectives, targets and strategies. Positions on 
planning issues should therefore form an official part of each political party’s 
electoral platform. Major components of the social development plan should 
include a set of objectives covering the desired degree of income equality, a 
definition of full employment, the composition of national output, and the degree 
of foreign dependency these require. 

Global interdependence is already so great that we would have to begin with 
transitional planning phases of, say, four years each, with initial plan objectives 
targeted for the twelfth year. During the transition phases, major legislative 
work needs to be done. Foremost could be the legal redefinition of large corpora¬ 
tions as social rather than private institutions. Also, the corporate information 
crisis could be ended through such measures as “deconsolidation of consolidated 
balance sheets” and a recomposition of boards of directors to include elected 
representatives from the various constituencies affected by large corporations. 
Another major legislative issue involves nationalization. Debate over that broad 
question would include the definition of nationalization, determination of its 
costs and benefits, possible alternatives, and a decision as to which corporations 
(not necessarily industries), if any, should be nationalized. As a final example, 
there is the question of whether or not the spatial definition of “local com¬ 
munity” necessitates the redrawing of state boundaries into economic, political 
and administratively functional regions. 

These suggestions are admittedly incomplete and crudely formulated, and 
undoubtedly will shock many who read them. Some will be dismayed by the 
idea of a social development plan, for they will view it as a threat to personal 
freedom, initiative and enterprise. They are mistaken: -the current lack of social 
planning negates the pursuit of individual freedoms for all but the most power¬ 
ful. Others will say such a plan is not feasible. They too, I feel, are mistaken, 
but their reservations should be taken quite seriously. To restore stabilitv in a 
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world of Instability is an enormous task. For much too tong our basic human 
resource, the acquisition of new knowledge, has been focused on the material 
domain, on a public-private spectrum which extends from the Manhattan Project 
to the managerial technology of the global corporation. Perhaps through a number 
of Manhattan-type projects we can now turn to the task of creating the just and 
stable society. 

A SUMMARY 

Senator Case. You are going to summarize it ? 

Mr. Muller. Yes; I am eroing to summarize the major conclusions. 

Well, starting out, the first basic conclusion that we have seen is 
tlxat the impacts of the multinational corporation have resulted in the 
fact that the U.S. Government is loosing effective control over the 
economic situation of this country, over the economy in terms of its 
marco aspects. 

This comes out of, number 2, a still basic lag or basic lack of recog¬ 
nizing the degree of global interdependence of our economy, and 
more importantly the uniqueness of the multinational corporation as 
compared to the national single industry corporation. 

This is all the more so important because today we can talk about 
the fact that some 700 U.S. financial, industrial, and agribusiness 
multicorporations control well over 70 percent of the total private 
economic activity of this country, as compared to some 450,000 other 
firms in the same sectors. 

The basic casualty, the basic factor behind this loss of control over 
the economy in terms of the ineffectiveness of our economic stabiliza¬ 
tion policy is basically that those policies still assume that we live in 
a market economy. 

Senator Case. Would you say that again ? 

THE COMPETITIVE MARKET 

Mr. Muller. Those policies still assume that we have in existence 
in our economy the institution of the competitive market, which is 
basically an institution whose prime social function is to transmit 
Government policy to the private sector and get specific kinds of re¬ 
sponses. 

For example, in order to control inflation, or increase unemploy¬ 
ment, and I think during the question session I can amplify tliis 
further- 

Senator Case. You do not accept that assumption ? 

Mr. Muller. No, absolutely not. 

Now, we can give a number of examples on this. I prefer waiting 
until the question session so I can get through here. 

VICIOUS CIRCLES 

What was happening since the mid 1960’s of this fundamental mis¬ 
understanding of the inadequacies of these stabilization tools, mone¬ 
tary and fiscal policy is a syndrome of what we call vicious circles. 
Vicious circles in terms of policymaking once we thought were only 
to be seen in so-called underdeveloped countries. What we have is a 
process when we apply monetary and fiscal policy of jeopardizing the 
position of small national industry in agriculture, banking, the in¬ 
dustrial sector itself, which in fact increases concentration on behalf 
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of the multinational corporations basically do not work through a 
competitive market but in fact can transcend the market, they can also 
circumvent policy, and we have many examples to illustrate this later 
on. 

ECONOMIC STABILITY 

The kind of economic stability I am talking about is not only in¬ 
creasing unemployment combined with increasing rates of inflation, 
but also the erosion of the corporate tax base on the Federal Govern¬ 
ment’s taxation policies. 

I am also talking about a loss in the national productivity, in the 
rate of growth of national productivity, and, of course, instability 
in the balance of payments. , 

A third and very, very related conclusion already mentioned by my 
colleague is that one of the reasons, main reasons that our economic 
stabilization policy, control of inflation, employment, taxation it¬ 
self, is becoming increasingly ineffective, is because of the information 
crisis in Government itself. 

Although the information surrounding the so-called energy crisis, 
the ITT-Chile affair, and the domestic as well as foreign cases of cor¬ 
ruption are dramatic examples of our lack of knowledge about these 
corporations, they pale in the face of the information necessary that 
we must have in order to develop new and adequate stabilization tools 
for the need. 

CURRENT CORPORATE DISCLOSURE LAWS 

In fact, our current corporation disclosure law, given the nonmarket 
nature of these multicorporations, given their worldwide accounting 
mobility, which means it is becoming more and more difficult to trace 
the true origin of profits, true origin of costs, results basically in the 
decline in the countervailing power of national business and labor to 
maintain a stable economic position in our economy, and more funda¬ 
mentally has meant the decline in the Government’s own policymaking 
effort to stabilize the economy. 

Another basic conclusion concerns this particular subcommittee 
itself. In my mind new and further emphasis now has to be given 
to a whole set of proposals which are originating in the international 
community. 


TRANSFER OF TECHNOLOGY PROPOSALS 

For example, the transfer of technology proposals, code of conduct 
on the multinational corporations eminating from current activities, 
or attempts by the Organization of American States and also the re¬ 
cent meetings of the OECD. The key point I wish to make here is that 
because of the degree of global interdependence of our own economy, 
anv of these national proposals on control in fact will have various 
tvpes of different economic impacts right back here at home, and, 
therefore, types of domestic political ramifications. 

A very good way to get to this is the. increasing number of writers 
who are arguing that because not only the United States but many 
other advanced nations are losing control of their economy, there 
must be international harmonization of such aspect not of only of 
corporate disclosure but of monetary and fiscal policy itself, and anti¬ 
trust procedures. 
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This will involve, should this be effective, such type of international 
harmonization a new level of government planning at the international 
spear between basically home governments and multinationals. 

DEMAND FOR NEW EFFORTS 

This comes at a time when, as you know, before the Congress, and 
in many academic journals, we see more and more of a demand for new 
efforts of the Government at the national planning level. 

Here again, to refer back to Mr. Barnet’s statement, we know that 
planning of various types is usually quite economically feasible. The 
key question, however, of are the politics of the planning and the key 
question for me^ind for many other people, I think, in the United 
States is planning by whom and for whom both at the international 
level. 

How in fact do we develop a democratic social planning process that 
maintains the American tradition of economics and balances while at 
the same time allowing us to restore economic and ecological stability. 

The planning task ahead of us that I see can go, however, will be 
even more complex than we currently envision, and this is because as 
you gentlemen well know, that increasingly we are going into a new 
era of international economic, and, therefore, political power relations. 
That increasingly we find differs in needs, differs in goals between 
nations that were once formally considered close allies. Increasingly 
we are dealing with a four polar world made up of the resources rich 
advanced nations, rich in also technology and finance. 

But another new poll on Japan and Europe, which is resource poor 
but financially and technology rich, and then we go to the so-called 
sudden sphere of poor nations. What we find there obviously will be 
the OPEC examples and others are two sets of countries again. The 
resource rich, who are increasingly becoming financially rich, and the 
resources poor of all kinds. This new era will basically.bring us into a 
new sphere of international political relations. 

RESOURCES OF THE SOVIET UNION 

Senator Case. In the analysis, where do you put the Soviet bloc ? 

Mr. Muller. The Soviet "Union itself is in fact resource rich, and 
particularly the kind of technology is rich financially in terms of what¬ 
ever dealings it would have in non-Soviet area, particularly in the 
third world, it is potentially rich. 

Senator Case. Is it a factor in your scheme? 

Mr. Muller. Yes. I will stop there. 

Senator Ciiurcii. Well, that is a good springboard, I think, for 
* questions. 

disappearance of market economy 

The first statement that I would like to deal with is your asssertion 
that the market economy is disappearing and, therefore, the economy 
is off. The past which dealt with the existence of a free market, which 
would determine price, maintain efficiency, and regulate or establish 
a kind of self-regulation, have greatly diminished in importance today. 
Does it not by virtue of the enormous concentration of control and 



power over the whole economy in the hands of relatively few great 
global corporations? Is this the thrust of your thinking? 

Mr. Muller. Rights and to give an example that one has to under¬ 
stand global corporations, which includes global corporations, which 
includes global banks. No. 1, they are not only global in scope, operating 
in many, many different countries, but No. 2, almost every one of them 
is a conglomerate, meaning it operates in different industries and dif¬ 
ferent product lines. The^yast majority of its transactions until the end 
consumer point, both globally, that is, international with our foreign 
sector and other nations of the world, as domestically between industry 
no longer go through a market of independent buyers and sellers be¬ 
cause the so-called buyers and sellers are subsidizers of the same parent 
conglomerate. This means that the prices are fixed to the transactions 
and in services, in goods, in resources, and many, many ways. And 
there are many, many examples we can show and document do not bear 
anything to a so-called fair market or competitive price. 

PREREQUISITES FOR GLOBAL PROFITS 

In fact, one of the prerequisites for global profit maximization is, 
of course, global tax minimization, and we find that the difference in 
tax rates between countries, the ability to show differences in wage 
rates between industries, domestically, leads to transfers of resources 
so as to minimize both tax costs and wage costs. This is an example 
where we in fact have no market, a negatiori of the market, if you will. 

The other aspect of the failure of the market process in this country 
is concentration itself. The oligopoly power of the so-called concen¬ 
trated power of the consumer. 

THE DEVELOPMENT OF CONGLOMERATES 

Mr. Barnet. If I might add, I think there is a very clear rela¬ 
tionship between these two developments which have begun to change 
the whole notion of the traditional market. One, of course, is a trend 
that has been discussed and marked for more than 40 years, and that 
is the increase in concentration, the swallowing up of small business 
by large business, the developing of conglomerates. But the second 
factor is the internationalization of the economy, that is, the fact 
that the largest corporate units are the ones that can take advantage 
of the opportunities to go abroad to engage in the kind of tax mini¬ 
mization strategies that Professor Muller was talking about. 

That in effect you have these two factors feeding each other. The 
concentration and the internalization of the economy are coming 
together in a way to make the market less and less effective, and 
I believe it is for this reason that we have the very disturbing phe¬ 
nomena that our largest corporations are really paying in effect a tax 
rate lower than the rest of American business, which it seems is exactly 
the opposite of the way the system is supposed to work. 

Mr. Muller. We have some examples if j r ou would like to continue 
on this. 



WHO CONTROLS THE ECONOMY? 

Senator Church. I would like to ask if you would amplify the 
statistics you gave the committee a few minutes ago when you said 
that today 700 multinational corporations exercise effective control 
over 70 percent of the American economy, and the remaining 30 per¬ 
cent is divided among 450,000 other businesses. 

These are very startling figures and demonstrate the extent to which 
oligopoly has come to be the dominant feature of our present system. 

Senator Case. How does that compare with what Burling and 
Means found about 40 years ago ? 

Senator Church. That is just the question I was going to ask. 

Senator Case. Is there really a change? That is what I am talking 
about. 

Mr. Muller. In 1950 roughly the same 700 corporations, 700 largest 
financial industry and agribusiness sphere controlled roughly 40 per¬ 
cent of the total assets, employment, profits, and sales. The 700 largest 
today in the three sectors control somewhere over 70 percent. 

Tne point is well made, and this is what Richard was talking about 
before, about this acceleration and concentration being brought about 
by the globalization of the firm., both because of its bigness and because 
of its nonmarket characteristic as compared to, those other 400,000 
firms which must work through competitive markets, which are only 
in single industry and by definition are not multinational. 

Senator Church. So it has gone from 40. percent in 1950 to some¬ 
thing over 70 percent in 1,975 ? 

Mr. Barnet. There are some other statistics that may be of interest. 
That between 1953 and 1968, there were over 14,000 mergers of manu¬ 
facturing corporations. The top 100 corporations accounted for only 
333 of these mergers; 333 took place at the top. But in the process 
they acquired about 35 percent of lall the assets that were merged in 
those acquisitions. That we see, for example, a rate of acceleration 
in this process. For example, in 1965,1,500 firms disappeared in 1 year 
alone through merger, which was the highest number up to that time. 

We have evidence, I think, that the process of merger and inter¬ 
nationalization came together and reinforced each other, particularly 
in this period of rapid growth, which really from the late 1950’s to 
1968. That was the period in which there was both great acceleration 
in concentration in the' domestic economy fed by the same process of 
going abroad internationalization. 

THE GOVERNMENT’S ROLE 

Senator Church. Assuming that there is still some interest in re¬ 
taining a free market and some belief that that is the most efficient 
measure of the economy, and that public policy ought to be directed 
toward the preservation of a free market, what recommendations 
would you have to make for the government to respond ? 

Mr. Muller. I would like to start out by saying that this question in 
many ways poses a dilemma. One begins to talk about international 
harmonization and effective planning. This same process of globaliza¬ 
tion leading to increasing concentration, leading to increasing, glo¬ 
balization over time is not only taking place in this economy. The 
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EuropejMa^ and Japan^q q&n trqce this statistically and are going 1 
throuf^i the same pWn 3ess With' r otighly a lag of somewhere from 2 to 
4 years depending upon the particular sector that we are looking at. 

You may remember the famous Jean Jacques Servan-Shreiber’s 
“American Challenge.” 

THE EUROPEAN RESPONSE 

The response by the Europeans was to globalize and after their 
initialization efforts of the mid-1960’s in fact in finding a concentrated 
merger movement occurring in the late 1960 ? s and early 1970's. This 
poses a dilemma for the following reasons. If you wish to attempt to 
restore free market forces you in fact will have to devise new laws, 
particularly in the area of antitrust, and particularly in the area of cor¬ 
poration disclosure, and particularly in the area of differential tax 
treatment and monetary treatment of small versus large corporations. 

One of the key aspects here is that if you think about what our policy 
is today, assuming that all corporations are the same, if you give a 
10 percent accelerated tax credit to a corporation, a small one responds 
the same as a big one. If you increase interest rates to stem inflation, 
the samedmpacts are the same on small or big Arms. They are not for 
the big firms. The impact on the negative side are always less. The 
impact on the positive side are more. If in fact on a national basis in 
the area of corporate disclosure, the area of antitrust, for example, and 
Implement effective new regulations, and the other home nations of 
global corporations, Western Europe and Japan do not. What we are in 
feet doing is giving a competitive advantage to those foreign global 
corporations. This at a* time, Senator * 

Senator Case. In what market ? 

STATISTICS OF THE WORLD MARKET 

Mr. Muller. In the world market. For example, let me show you 
that through the following statistics. 

We know today somewhere over 30 percent of the total corporate 
profits, that is, of the entire corporate sector of the United States is 
now derived from foreign transactions. We also know that profits form 
a fundamental part of investment, that is, future employment and 
future growth. If you jeopardize that 30 percent of your total corpo¬ 
rate profits because of new effective measures, that, therefore, make the 
Japanese, Germans, and so forth, more competitive in world markets, 
you in fact jeopardize our own national income to the aggregate 
economy. 

Senator Case. Because they are willing to do things that our people 
are not willing to do to ourselves? - 

CORPORATE DISCLOSURE 

Mr. Muller. That is right. If you have corporate disclosures that re¬ 
lease a significant type of increase information on U.S. multinationals, 
for the public record, with respect that does not take place for the 
Japanese and the Germans. You now see a difference in one set qf 
corporations knowing more about another set of corporations given 





the nature of large conglomerate com^tM&LYhat* 
advantage for those who do not have the- 

Senator Symington. I have been listening to these hearings with 
interest over a period of weeks and respectfully commend the Chair¬ 
man and the committee for the work that is being done, but I am get¬ 
ting increasingly apprehensive about where this ultimately leads us. 

I can remember back in 1946, Mayor La Guardia was working for 
Governor Lehman who ran UNRA and asked me to look into the situa¬ 
tion in China, and I did. I found out that the commonly accepted graft 
figure was 20 percent, and the irritation was that 80 percent was going 
to the people who were responsible to get whatever it was we were send¬ 
ing over there. Listening to these hearings, reading books like ‘‘Global 
Reach,” articles and so forth, I can see how it affects American business 
and American employment and American profits, and I am wondering 
if there are no laws against it ? 

For example, we had a man up here the other day who confessed, 
I suppose that is a fair word, that he had given a bribe to people in 
foreign countries in order to get business; but the generally accepted 
way of getting business to my certain knowledge, having been in busi¬ 
ness in many of these countries, is through doing just that. Therefore, 
why should a man be criticized if lie is not breaking the law when he 
does give money to people which will increase employment, or if not 
employment, the profits of the corporation which in the mean is owned 
by American citizens ? I do not mean to be over-sopliisticated about it. 
Does it not mean that the fault really lies with the Congress in not 
passing laws that express any kind of psychological or social feeling 
about the impropriety of aclding money to your cost of product in 
order to get the order? 

Mr. Barnet. Yes, I think you are absolutely right. The issue here, 
I think both in the question you mentioned and in many of these 
other practices, where we see a divergence between what is good for the 
corporation and good either for the host country, United States or the 
developing country in which they may be operating, is that we can¬ 
not expect corporations, executives of corporations, managers of cor¬ 
porations, that is in tough competition to be in effect their own legisla¬ 
tors to forego profits that may be allowed by law and custom, but I 
think if we see how absolutely destructive these practices are in the 
long run both to the American national interest and to the develop¬ 
ment point in these countries, then I think we have to change the 
laws and customs. 

CHANGING THE LAW 

Senator Symington. How would you change the law in the case in 
point ? 

Mr. Barnet. Well, I think it ought to be, in the first place, I think 
that the right to deduct bribes, that ought not to be allowed as a mat¬ 
ter of public policy, that I think that very important point is to 
greatly develop our disclosure requirements so that it is no longer 
possible, or let us put it perhaps more modestly, it would become much 
more difficult for a corporation to conceal the fact that they are en¬ 
gaging in these practices. 

Senator Symington. Whv should they not conceal it if their com¬ 
petition is doing so? Why should they be forced to conceal it? 




I am just being the devils advocate. 

Mr. Barnet. I think it is a very important point and really refers 
back to the point that Ron Miiller just made. 

Senator Symington. The man who was reputed to be the greatest 
orator that this body ever had once wrote a letter stating, as I remem¬ 
ber it, “I have not received my check this month. Unless I get it, I am 
not going to support your bill any more.” 

I can remember as a young-man in business a company gave stock 
to purchasing agents, below the issued declared market price, and a 
class A stock, so you could promptly turn it in and make five points on 
it. And if you had 10,000 shares you could make $50,000. It was just 
that it was local. That was all connected over here. 

But what I can not understand, perhaps it was our fault to give 
these people so much technological knowledge in the beginning. That 
is a moot question because it has all been done. And it is true that they, 
even in the so-called free world countries, many of which in my opinion 
are not nearly as free as we pretend they are—if we think they are 
our friends in those countries, they do control the labor market much 
more than we control it over here. 

On the other hand, it worries me, that growing criticism of brib¬ 
ing, I believe would be the word, a citizen of another country, in order 
to get business which otherwise would go to a third country. This 
obviously has been going on. I do not want to mention any particular 
industry. But I know one industry in which it has become standard 
practice. I do not see how you could stop it unless you pass a law 
preventing it, and if you pass a law, yoii guarantee that the number 
of people unemployed in this country will increase. This worries me 
from the standpoint of the ultimate concept of a government work¬ 
ing for the public good which means that everybody who wants to 
work should have a job. I notice that we take all of these Vietnamese 
-orphans, and I am the last to protect it. I heard on the radio there are 
24,000 children in the city of Washington, D.C. alone who would like 
to be adopted also. And I cannot quite figure out how in any way you 
can blame private business for something that goes on. That is the 
only way they can compete. Then if you pass a law preventing that, 
do you not automatically set it up for the country that does not have 
that kind of law. 

That is a little involved, but I am confident because of your exper¬ 
tise you know what I am driving at. I have had a little experience 
in this field myself. 

Mr. Barnet. I know that and I think you have really put your 
finger upon wlmt Ron is talking about is so necessary. 

GUIDELINES NEEDED 

It seems to me if we are to change these practices there has to 
be clear guidelines which have the force of law, so that corporate 
managers will know what they have to do. But by the same token I 
think the United States has got to take initiative in trying to get the 
other major industrial countries which are home bases of multinational 
companies to really pass the same kind of laws and restrictions on 
their own companies for exactly the reason that you mentioned, that 



we cannot legislate a higher standard that allows other countries to 
get an advantage. 

Our own view is that there is growing perception on the part of 
other major industrial countries, the Japanese, and some of the West 
European countries, that the same kinds of effects, adverse effects on 
the local economy, the same kind of instability that we have been 
discussing here this morning, is happening to the United States, and 
are being felt and will be felt in those countries as well; thus there is 
at least the basis of a possible common interest in moving toward this 
kind of international regulation. 

RESTORING COMPETITIVE FORCES 

Mr. Muller. Could I make one quick point to reference your ques¬ 
tion, to Senator Church’s preceding question on restoring competitive 
forces? 

The essence of what you have to do, if you really want to do that, 
is to bring into all of our thinking the new analytical framework 
that makes up over 70 percent of the nonsocial economic transactions 
that are largely nonmarket transactions. The essence of our current 
corporate disclosure is to accept the consolidated balance sheet ap¬ 
proach, which means in essence w r e do not have the ability to trace 
where the origins of costs, for what purposes those costs were expensed. 
We do not have the capacity to trace the origin of profits, either in 
which industry or in which country. The consolidated balance sheet 
in a w orld of global corporations must be consolidated and that will 
only happen, I think if we recognize that a global interdependent 
world means that the approach necessity is harmonization toward 
major advanced countries. 

the role of international organizations 

Senator Symington. I think that in the last 10 years most of the 
significant achievements that I know of have been in the failure of 
these international organizations to really accomplish anything. Take 
the SALT talks, for example, or take the treaties through which we 
hope to control nuclear arms, and so forth, or take many forms of 
GATT, and also take the Common Market situation, which has 
gotten to a point now where one of the major European countries is 
going to stand or fall on it. I see no success in any international group. 

In fact, I w r as a delegate this year to the U.N. There are 138 coun¬ 
tries and we put up 31 percent of the money. Yet on one vote we 
got 4 votes out of 138, so I do not see any organization. At the same 
time this is going on, a lot of these so-called nontechnical countries 
are rapidly getting technical knowledge. 

I can remember when not long ago I asked, when I would go to 
such and such a country in Europe, “what should I ask them about 
our relationship along the lines of technology?” The answers really 
surprised me, because they felt sincerelv it was the question I should 
have asked. One country was annoyed because so many American 
corporations were leaving their business in that country and putting 
it into a country farther south. Also, in a NATO country, a firm 
was transferring its plants in order to get a better labor price. I do 
not see how you are going to stop this through any multinational 
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corporation. Yet if you do not stop it, it is going to continue, and if it 
does not continue with laws prohibiting what the other countries 
are going to do, then we are going to add further unemployment to 
the people of this country. 

Mr. Muller. I think that I am equally pessimistic about the past 
record of getting international cooperation. However, remember that 
the examples that you have just cited and other ones that we can talk 
about were all talung place during an era of relative economic sta¬ 
bility in the advanced Western nations. It has only been since 1968 
that we have heard such terms as stagflation. It has only been since 
1970 that we hear such quotes as that from the Finance Minister of 
West Germany, that there are crucial times of the year when we 
lose effective control of our money supply and, therefore, our ability 
to control inflation. Economic instability is germane to every one, 
be they in business or labor. We are only really experiencing it for 
the first time in the post-World War II era. 

This, I think, is the optimistic side of why there is perhaps now 
real necessity for international cooperation at some particular levels 
in terms of treatment of global corporations. 

Senator Church. Let me iust interrupt here because there seems to 
be a nonsequitur as we sit here. If I am wrong please point it out 
to me. 

First of all, I agree with Senator Symington, there is nothing in 
past performance to suggest "that there is much hope that an interna¬ 
tional code of conduct can be worked out that-will be subscribed to 
by a sufficient number of national governments, let alone a common 
universal policy towards such matters as corporate disclosure or anti¬ 
trust. It is not going to happen in my judgment. 

But what troubles me in your analyses is this: If the thesis in your 
book, “Global Reach” is correct, and if these large multinational 
corporations because of the way they operate on a global scale, because 
of their capacity to minimize taxes and to avoid effective national reg¬ 
ulations, because of practices that you have pointed up so well in your 
analysis—if the net effect of these companies is to beggar the economy 
of their home country, the United States, and produce such phenomena 
as stagflation here, a rising rate of unemployment together with a 
rising rate of inflation—if you are correct in this, then why does it 
not follow that there will be adoption of adequate national policy 
to restore the forces of a free market at home, to break down the con¬ 
glomerates with new up-to-date antitrust laws, to tax with some rela¬ 
tionship to assist, so that smaller companies will have a better oppor¬ 
tunity to compete against the giants? All of this would not serve our 
national interest in any case without the need to go out and try to 
get impossible agreements on a worldwide scale. 

THE ADVANTAGE TO OTHER ECONOMIES 

You say that might create a competitive advantage for European 
MNC’sor Japanese MNC’s, but to what effect? What does this advan¬ 
tage bring these economies? Do not their multinational corporations 
have the same adverse effect upon their economies and would not they, 
in their own self interest, be forced to adopt similar provisions without 
the need of necessity to talk about international accords that are not 



going to be forthcoming? Would they not in their own self interest 
have to take measures of this kind if your analysis, in fact, is valid ? 
Why the need for discussing global accords? 

Senator Case. Which you cannot get anyway. 

Mr. Muller. There is no need to discuss global accords if you in 
fact say that we are willing to go through a transition period in this 
country. 

Let me give you an example from the past. 

If in fact you see the need for adjustment assistance coming out of 
change in foreign trade, to help affected industries, firms, and labor 
and therefore you come through with some types of Government 
assistance programs to make that adjustment during the period of 
transition where one industry dies as long as new industries are bom, 
then in fact what you are saying is correct. 

What I am arguing is that in the shortrun without a planned transi¬ 
tion approach that we will have negative effects on the economy in 
terms of reduced profit rates, therefore, reduced investment rates, 
therefore reduced employment, increased rates, unless we take a transi¬ 
tion and planned approach to that. 

Mr. Barnet. I would like to add a clarification. I agree completely 
with your statement of the analysis, that is, it is in the interest of 
and will be increasingly perceived to be in the interest of the other 
industrial countries. I think there may be confusion here as to 
emphasis. 

THE NEED FOR LEGISLATION 

Our view is that the primary emphasis has got to be on national 
legislation, that we are talking about change in our tax laws, antitrust 
laws, and particularly some measures to restore the countervailing 
power of both local communities and the labor movement, which I 
think is a terribly important area for legislative reform in this area. 

What we are saying is that, and I also agree with that a great deal 
of discussion, at least the implication of what you are saying—that a 
great deal of the discussion about international regulation is both 
hopeless and it is in some cases, I think, not entirely sincere that there 
is a tradition of dealing with different national problems by the devel¬ 
opment of, the appearance of, international regulations giving to inter¬ 
national boards, powers and authority which they could not possibly 
exercise. We are not for that. 

What we are saying is that as part of a process of national legisla¬ 
tion, that legislative reform, there ought to be a serious effort, a con¬ 
tinuing effort made by the State Department, by the Government, in 
talking these issues through with the other industrial countries to try 
where possible to come to agreement, but we should not be dependent 
upon those agreements, we should not wait for those agreements to 
go ahead and do what is in our national interest to da 

objectives 

Senator Case. What is the objective, what is your ultimate goal? 
You talk about doing things so we can revive the free market and its 
impact, and yet you also talk about Government planning the number 
of cars that are going to be built. 
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Xow, are you planning to revive the free market in order eventually 
to come to a completely controlled economy, which the free market 
will not exercise except as a mechanism under the control of the 
Government? 

What is your objective? 

Mr. Barnet. I think we have to look very specifically at what in 
fact our economy is and to treat different parts of that economy in 
different ways where in fact they are in different situations. 

What we are saying is that there is now a vast part of our economy 
which is behaving entirely different from the traditional way in which 
a free market economy is supposed to operate, and that to call that a 
free market economy, I think is a disservice to language and ulti- 
* mately to policy. 

Senator Case. We can all understand that and follow you. 

Where do you go from there? 

Mr. Barnet. Well, I think there is going to be. that we have to look 
at the economy sector, that where there is a tree market economy 
operating, as there is in small business, it ought to be policy of Gov¬ 
ernment to support that free market economy and to do that. One way 
to do that is to remove the threat of overwhelming competition by the 
conglomerates. Another I think is- 

Senator Case. Even though the product to the consumer costs more ? 

Mr. Barnet. Well- 


BIG VS. SMALL BUSINESS 

Senator Case. Is there an inherent good in small business? 

Mr. Muller. By the best reckoning of the most orthodox economies, 
if we look at the cost of production being produced by these large 
global corporations, these conglomerates, General Motors to General 
Electric to Dow, all those familiar household names, they have long 
since surpassed the most efficient assistance for most cost minimiza¬ 
tion type of production. 

Senator Case. You would then eliminate those governmental favors 
and assistance which keep alive uneconomically large combinations, I 
take it. We all agree with that. 

Beyond that where do you go ? 

THE ENERGY SECTOR 

Mr. Muller. Well, let me give you a specific example. If you take 
the energy sector, and you look at energy, there are aspects of the 
energy sector where one can in fact induce competition. It is a limited 
aspect but one can, and in fact the differential approach taken to the 
depletion allowance, taking it away from the larger international 
powers and retaining it for some period of time for small national 
domestic, was in fact a measure that promotes competition at least on 
onshore U.S. oil extraction. It gives a differential advantage to the 
small who most needs it, or the big who can best afford not to have 
that advantage. 

If you look at offshore oil extraction, in territorial waters off the 
United States, there I think we have something to learn from the 
experience of underdeveloped countries ironically in their treatment 
of these large global corporations, as Senator Symington mentioned 
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"before. They are getting more and more technically sophisticated, 
particularly in the area of control of global corporations, I suggest we 
have much to learn from the new efforts being taken by such countries 
as Brazil and such countries as those of OPEC ? Mexico, et cetera. 

Now, in terms of the energy sector of the United States, one of the 
things that we can do in restoring effective control to a national energy 
policy by the Government is not to necessarily nationalize large oil 
corporations but in fact to use them in the one place where they are 
most efficient, that is, the use of management service contracts between 
the Government and the corporations for extraction of oil, but where 
the extracted oil basically controlled through competitive bidding 


THE RELATIONSHIP BETWEEN THE OIL COMPANIES AND OPEC 

For instance, the relationship between the OPEC countries and oil - 
companies are quite harmonious, today, relatively speaking, they have 
made transitions from ownership and control of not only extraction 
but financing and market to know where the finance of a larger degree 
and marketing is becoming more and more of the controlled and that 
cuts the monopoly power if you wish of these oil companies. 

Here is an example of differential policy in one sector, strategic 
social sector, if you like. 

Mr. Barnet. If I could respond to your question. 

DISTINCTIONS BETWEEN BIO AND SMALL BUSINESS 

I think that the most important thing to recognize in trying to make 
some real distinctions between the parts of the economy that are work¬ 
ing as a free market economy and those that are not, is that the largest 
corporations, the global corporations, now are in fact social institutions 
on which whole countries now depend, and yet our laws still treat them 
as if they were the same as the corner grocer or comer drug Store. 

One thing we would propose is that I think it would change a good 
deal in the balance of power between corporations and the labor move¬ 
ment on the one hand and local communities on the other, is to restrict 
the rate of unlimited movement of corporations in and out of com¬ 
munities ; that where a corporation has invested in a community and- 
has a dominant position in that community with respect to the labor 
force, with respect to the tax base, has in fact grown with the resources 
of that community’s air, water, education, it ought not to be a com¬ 
pletely private decision whether it picks up and leaves. At least it ought 
to be able to do that and simply throw the costs of that enormous costs, 
financial costs, and human costs back into the community. 

LICENSING PROCEDURES 

Other countries in Europe have recognized this and have various 
kinds of licensing procedures in which that decision as to where, when 
the plant moves and under what terms it leaves, becomes a community 
decision specifically. A corporation ought to bear some part of the 
burden in retraining, relocation, and reinvestment that will be neces¬ 
sary for that community to survive. As it is today when the issue comes 
between survival of the corporation, and the survival of the corpora- 
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tion says it cannot continue doing business in that community and con¬ 
tinue to make a profit, and the community says we cannot really sur¬ 
vive economically if you leave, the decision unfortunately is always 
made in favor of the corporation. 

ENTERPRISE TO BEAR ITS SHARE 

Senator Case. Mr. Chairman, we all agree with what Dr. Barnet 
says about the need for enterprise to bear its share of the social costs of 
its decisions. We can understand that on a domestic basis. Wo work 
toward that purpose though not exclusively. Why do we not take what 
course we can take in governing our multinational corporations, let the 
rest, of the world make its own decision. Senator Church Said in fact 
they would have to come along eventually. This is the only way we can 
control multinationals anyway because agreements on these matters 
are really just too big to comprehend. You wind up with the worst of 
both worlds if you try to accommodate the habits of business of many 
countries in a treaty. You would end up with the lowest common 
denominator. You can’t assume that what works in one country’s oper¬ 
ations applies somewhere else. Had not we better do this by example 
rather than by trying to come down to some kind of squishy common 
denominator? 

Senator Symington. Before you leave, I would like to give an illus¬ 
tration which involves a great gentlemen who was later Governor of 
your State and at the bottom of the depression he had a plant in an¬ 
other State and- 

Senator Case. He was a Senator ? 

Senator Symington. Governor. And later Secretary of the Navy. 

Anyway, he said that he went out to a town in another State and said, 
_“I a m ve ry sorry that I just cannot keep this plant open and I must 
close it,” following the thought about the plant. They said, “Well, be¬ 
fore you close it will you give us a chance to tell you what we will work 
for to keep it open” ? He told me this story himself, and he said, “Well, 
there is no chance, but I will be glad to spend the night here and talk to 
you in the morning.” They came back and said, “If you will keep the 
plant open, we will all agree to work for 8 cents an hour until things 
get better.” And he said, “Well, on that basis”—his name was Edison— 
he was a well-known American family—“I will keep the plant open, 
I don’t care if it breaks my plant, if you will work for 8 cents an hour.” 

The other side of that which perhaps I got out of your superb book 
is the fellow who takes a part of an electrical appliance, which I hap- 
pended to be involved in, and he says it is costing him $3.50 an hour. 
What would you charge us if you made it in your country ? And they 
said let’s take a look. I think this story was in your book. They said 
give it to us and we will tell you. And then they came back and said 
we will work for 35 cents an hour on this part where labor is a very 
important part, as it is in all of the small electrical appliances. And 
they said that is wonderful. But suppose there was a strike? This 
company is one of the companies we favored. There wouldn’t be any 
strikes. 

Remember that story ? 



SUPPLY AND DEMAND 


How are you going to coordinate those two thoughts? Are you going 
to have to go back to where you get the law of supply and demand ap¬ 
plied in this way as it was in the case I mentioned, or how are you 
going to regulate two tremendous differences in those two stories? 

Mr. Muller. Well, Senator, there are a number of measures that 
can be taken as our economy grows in the future. More and more we 
begin to build ourselves out of this dilemma between global inter¬ 
dependence and need to take national policy actions because we feel 
what is being done is basically wrong for whatever reason. 

One example which this committee knows well is that our current 
tax laws give a systematic bias to foreign investment in favor of do¬ 
mestic investment, so that taking away that bias and restoring the 
bias to domestic investment and not foreign investment, we therefore, 
as we grow in the future, begin to reduce this global interdependence. 

One of the key aspects here that we have overlooked in our tax 
laws is that by giving a bias to foreign investment we are basically 
taking actions against growth in the national productivity of this 
country. When you create plant and equipment overseas, and please 
remember that today something like 29 percent of the total corporation 
investment in this country is no longer staying in this country, it is 
now leaving—you are adding to the capital stock of foreign nations, 
you are adding to the labor productivity of foreign labor sources, not to 
the United States, and the return on a foreign investment goes only 
to the profit sector of this country. There is no return for the labor 
sector because that goes to foreign labor. 

Senator Symington. I understand that. 

TAX TREATMENT 

Mr. Muller. Tax treatment is, I think, one area where we can take 
initiative irrespective of the question of global interdependence be¬ 
cause we are affecting things as we go. 

Senator Symington. Thank you. 

Mr. Muller. I also think, going back to Senator Church’s point in 
the area of antitrust area of corporate disclosure, that you are abso¬ 
lutely right, we should take the initiative here and it is a question of 
emphasis, but I would hope that when we take such measures we 
know in fact the kind of conditions we can in fact take advantage of, 
the technical engineering economic tools that we have, to tell us when 
we take strong antitrust measures, strong corporate disclosures, that 
there will be certain kinds of negative impacts on certain groups in 
the society; namely, particularly employment. Thus we can in fact, 
devise concomitantly transition programs to take us through a period 
where we can in fact use the tool of adjustment assistance. 

Mr. Barnet. I think the most disturbing trend that we have seen 
coming from the strategies of the global corporation is the adverse in¬ 
come concentration effect; that is, that we see and have seen for many 
years in places like Latin America the association of widening dis¬ 
parity between rich and poor, greater increase in income concentra¬ 
tions associated with a very dramatic increase in the investment by 
global corporations, and we think that we know why that is so, that in 



effect the dramatic growth that has been brought about in such places 
as Mexico and BraSfl, Jthrough heavy investmen| by global corpora- u 
tions, affects a relatively small part of the population,* people who 
either are employed, or who are part of, who are really available for 
consumers to be consumers, and the same kind of income concentration, 
adverse income concentration, we think we are beginning to see here. 
So really the same kind of reasons; namely, that jobs at the lower end 
of the scale are being destroyed or being phased out by plants moving 
abroad, and you have got a rather disturbing picture of a decline in 
labor’s ability to bargain effectivelv with these large corporations for 
maintaining labor’s share in time of serious inflation. 

We think that that is a problem that we have seen for a while in 
Latin American countries and other developing countries that we are 
now seeing here. 

FAILURE OF ANTITRUST POLICIES 

Senator Church. May I just say at this point that in view of the 
failure of antitrust policies in this country, and the truth of the mat¬ 
ter is that they are pure tokenism today—once in a while somebody 
will bring a token case—obviously the policy has failed because giant¬ 
ism is the name of the game, and that conglomerate route has been the 
way around the antitrust law. But I am very skeptical that even a re¬ 
vised antitrust code that would attempt to come to terms with the con¬ 
glomerate growth would be an effective means of reinvigorating a free 
market in this country, simply because of the immense complexities 
that are involved in lawsuits connected with antitrust actions, the long 
delays and incapacity of government to cope with the size of the phe¬ 
nomena, and the way that it is transforming the economy. 

So I really don’t have much confidence m antitrust legislation. 

There must be a much more effective way to restore and revitalize 
the free market, to cope with this oligopoly that is developing. 

DIFFERENTIAL TAXES 

You mentioned one possible method, differential taxes, which has 
appealed to me for some time, and seems to be very vigorously opposed. 
Perhaps it would prove effective. 

Can you amplify your position on that particular subject ? 

Senator Percy/ dould we ask our witness to make that a fairly con¬ 
cise answer and amplify it later? I regretfully must leave in a few 
minutes and I would like to question them. 

Senator Church. Make it concise and then we will turn to Senator 
Percy. 

Mr. Muller. There are three specific problems of policy approach 
I would take in terms of trying to restore competition and more market 
transactions, if you will. 

One: A systematic differential tax treatment, done by an industry 
basis. We are already going toward a national plan agency of one form 
or another, one of the functions we will be able to do this and analyti¬ 
cally and be able to identify what kind of industry needs this. 

DIFFERENTIAL MONETARY CREDIT POLICIES 

Second: Differential monetary credit policies is to combine differ¬ 
ential tax and monetary policies through issuances of credit with a 
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strong movement in corporate disclosure, basically getting-at the key* !; : 
consolidation of consolidated balance sheets, and particiriarly i&we' / V 
are looking at the domestic economic relationship between activities of 
large corporations in one industry and its transfers of a subsidiary 
in another industry. 

DEVELOPMENT OP COUNTERVAILING POWER 

Mr. Barnet. I would add to that that none of these approaches by 
itself I think has any possibility at all. I do think that the develop¬ 
ment of countervailing power, attempting really to develop counter¬ 
vailing power in community and through some of the ideas that we 
discussed. 

DIRECT GOVERNMENT INTERVENTION 

Third: I think that there are some parts of the economy in which 
\ it will be possible and will be necessary for much more direct govern¬ 
ment intervention. Specifically, I would say in the energy industry. 

And that the notion of challenged industries in which the govern¬ 
ment is able to use resources now owned by the people of the United 
States, particularly in the energy industry, to develop, a yardstick 
for private enterprise I think would be { important. I see this very 
necessary in the food area, in the retail food area* I think that where 
we can look around the economy and see where the private sector by its 
own admission has failed, where we have in our central cities today 
many areas simply devoid of retail food outlets because the large 
chains cannot make a profit there. Then I .think there must be govern¬ 
ment policies, banks that would support community financed and 
managed cooperatives, or a number of other ideas which will meet 
that gap. , 

Fourth: I think we have a mixed economy now and that we should 
be able to think about dealing in different sectors in different ways. 

Senator Church. Senator Percy. 

THE IBM: CASE 

Senator Percy. Yes, Mr. Chairman, I think it is coincidence that 
this morning the IBM much heralded and much delayed suit is the 
biggest, most difficult antitrust case that has probably ever been tried. 

I know that the attempt of the Federal Government to break up IBM 
now is going to be a difficult one, but I think we are blessed in having 
one of the most competent Federal judges, most knowledgeable in 
this field, trying that case. It’s probably been a very, very well- 
prepared case over a period of years now and will have one of the 
best examples as to whether or ndt you can get at this problem 
through law. I will watch it with terrific interest because I competed 
for 25 years against the yellow box in Rochester, in photographic 
fields with tremendous capital, tremendous technological advances, 
and know-how. Their market share in many parts of the world far 
exceeds that of IBM. They had an experienced, fantastic organization. 

I was tempted many times to say it must be illegal. It’s so hard to 
beat your head against that wall and/ compete with them all over 
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the world. But we had to do it ? and I am not so sure that what they 
engaged in was an illegal activity and whether the antitrust laws 
would be adequate to cope with that problem. 

“global reach” 

The chairman has reviewed your book, “Global Reach,” and con¬ 
cluded that not since the early thirties has an article been so ripe for 
a fundamental reconsideration of corporate power and political re¬ 
sponsibility. I agree completely about that. 

I think the very fact that the oil industry testified before this 
subcommittee that they can’t any longer cope with the problems that 
they are encountering now. They have had the trust and responsibility 
for all these years to establish supply and stabilize prices. Now they 
say they can’t cope with it. And now the Secretary within the last 
few days gave a basic policy speech in the Midwest, in St. Louis or 
Kansas City, on what we are going to have to do t6 move in and 
assist stabilization and guarantee of source of supply of commodities, 
with a far greater vfole for Government, I think probably the timing 
of your book published last year couldn’t be better. I hope it is read 
by many. I certainly intend to try to go through it. It is a long book 
but I think I owe it to myself to read it and I hope a lot of corporation 
executives read it. They won’t agree with it but it is going to challenge 
their thinking and enable them to see their role in a perspective^-they 
are so close to the problem they probably can’t see it as you have 
seen it through your eyes. They will object violently to certain con¬ 
clusions, obviously, but it will be good for them and good discipline. 
I think we all have to think through where we are going. 

I would like to ask just a few questions relating to some of the con¬ 
clusions that you have reached. 

INCREASED INEQUALITY AND UNEMPLOYMENT 

In Senator Church’s review he concludes that you see the operations 
of the global operations action contributing precisely to the following 
result, an increase in inequality and an increase in unemployment in 
developing countries. Is that a fair summarization of the conclusions 
that you have read ? 


THE EFFECTS OF TECHNOLOGY 

Mr. Barnet. Yes, it is, and the reason is fundamentally related to 
the kind of technology which these corporations are bringing in. They 
are bringing in technology which is essentially the kind that they have 
used successfully in developed capital-rich societies, labor saving tech- 
nology, which has had the effect of creating a given number of jobs, 
to be sure. But when one looks at key sectors in agriculture, in the 
construction industry, the fact that this kind of technology has con¬ 
tributed to unemployment, and we have the extraordinary situation 
that in the manufacturing sector, in Latin America, despite its enor¬ 
mous increase in importance in the total economy there, it is employ¬ 
ing a slightly smaller percentage of the work force than it did 50 
years ago. 



Senator Percy. I would like to take- 

Mr. Muller. Could I add one point ? 

Senator Percy. Surely. 

CHANGES IN UNDERDEVELOPED COUNTRIES 

Mr. Muller, I would like to point out that in one of the other fun¬ 
damental findings there is a tremendous change that is going on in the 
underdeveloped world in terms of the impact of multinational corpo¬ 
rations that has been occurring since roughly 1970. That one can begin 
to argue that impacts are perhaps in sense of employment creation 
and in sense of financial balance-of-pavments impact beginning to 
turn around toward positive types as we begin to find increasing nega¬ 
tive impact here in this country. Remember, we are living in a global 
interdependent world, which means when you stick your finger in this 
part of the bathtub you get a ripple effect down here. 

One of the reasons for the turnaround, this is beginning in many 
countries, is the impacts are still largely negative. We are beginning to 
see new trends, new effective control by the Third World governments 
who have the largest experience in dealing with global corporations. 

PRODUCTION TRANSFER 

The second is because of the types of production that are being 
transferred, basically from orientations and production in the ad¬ 
vanced countries., increasing to the Third World, and this, Sena¬ 
tor, is not only a labor intense area such as electrical appli¬ 
ances. Increasingly we find production going on to the Third World 
because of avoidance of antipollution costs here in the advanced na¬ 
tions, and increasingly because the inherent tax advantages of pro¬ 
ducing offshore as opposed to producing onshore. 

INCREASED INEQUALITY 

Senator Percy. I would like to test your conclusions on the increase 
in inequality and on employment by being very specific. 

You mentioned agriculture. Let’s take a few of the major industries 
there and let’s relate them to some of the real problems of the devel¬ 
oping world, hunger, overpopulation, and disease. Certainly the prime 
goals of every developing country on Earth now is to eradicate 
hunger, to reduce the incidence of disease and early death, and some¬ 
how cope with their population growth through a plan of action that 
was adopted in Bucharest, now an international policy. The multi¬ 
nationals in Illinois relate to these problems would include farm 
implement manufacturers. Caterpillar is the largest. It creates a bil¬ 
lion dollar surplus of balance of payments for our country every 
single year now there through tremendous operations abroad. In fact, 
this industry probably exports a third of its product or more, a third 
to 50 percent. Others are International Harvester, TURNO, J. I. Case, 
Deere & Co. You can’t travel anyplace in the world without seeing 
factories, service stations, distribution centers, and whether it is the 
green and yellow Deere or whatever if might be, you see them all over 
the world. 
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Then we have International Minerals and Chemical with fertilizer 
plants and many other companies. I will say, DOW certainly from 
the Middle West over in Michigan and Du Pont from Delaware. 

Then, serving the area of population control and disease, huge 
pharmaceutical companies in Illinois, SITRO with the pill. You go 
all the way—Baxter Laboratories, all of them doing business abroad. 
All of them are giant multinationals. 

How then, when you see these operations, would you respond? On 
the surface it would appear as though they are not only serving our 
national interest by creating tremendous balance-of-payments sur¬ 
pluses for us, enabling us to operate abroad, to buy raw materials, and 
so forth, but also doing a tremendous job in eradicating disease, help¬ 
ing control population abroad, and providing a means for so doing, 
and exporting technology and know-how. This is technology we have 
learned here where we can produce surplus food for all our own peo¬ 
ple with about 5 percent of our population. It is this technology and 
know-how which we are willing now to share all over the worid for 
their benefit and for ourselves. On the surface it would appear as 
though the general good served by these industries are qute high. As 
I have observed their operation around the world, it seems as though 
they have become a very responsible part of the host countries in 
which they work and serve. These countries would be the last ones 
to ever want to see those multinationals leave them because they have 
contributed so much to their economies and to the development of what 
they so basically need. 

AGRICULTURAL AND DRUG BUSINESSES 

Mr. Barnet. Senator, let me respond specifically with respect to the 
fertilizer agricultural business and drugs because those are very good 
examples, I think, of some of the most serious problems that we have 
seen. 

With respect to agriculture business, farm implements, and fertil¬ 
izers, what we have seen through the development of the so-called 
green revolution of the process of mechanization of farming in under¬ 
developed countries, we have seen a process of concentration of agri¬ 
cultural pioduction in fewer hands, greater dependence on entire, 
mostly in most countries necessary to import and in effect the render¬ 
ing useless large numbers of marginal f annex's. 

THE POPULATION PROBLEM 

If we are talking about the population problem, I have just returned 
from Mexico and the population of Mexico City and apparently other 
large cities in Latin America is increasing at about the rate of 15 per¬ 
cent a year. These estimates are all inexact because people don’t know 
the figures. 

Senator Percy. Overall Mexico is 3.5. Astounding, of course, and 
showing. 

Mr. Barnet. In the big cities there is a tremendous influx of people 
coming off of the land who are unable to operate because the tradi¬ 
tional agricultural sector has really been destroyed. That is when you 



receive in a heavy capital intensive agriculture, big combines, fertil¬ 
izer, capital intensity, you don’t need all of this labor. 

Now, it seems from the point of view of those countries rather a 
strange development decision to dispense with that which they are rich 
in, namely, labor power, and convert to that which they are poor in, 
namely, capital and the effect has been that only a relatively small 
number of local people, and increasingly foreign firms, are able in 
fact to do the agriculture. 

I think that we have testimony from leading agronomists who 
question whether the kind of technology which is going in there is 
really the kind of technology that makes sense from the point of 
view of those economies. 

As to pharmaceuticals- 

FARM LIFE VS. CITY LIFE 

Senator Percy. Who are you to say what makes sense for them? 
They have made their decision they want to do it. A lot of those people 
don’t want to stay down on the farm any more than you would think 
of staying down on the farm. They want to move to the cities like 
people in this country moved to the city. Don’t they have the right to 
do it, get technology, and know-how and get off the farm and get back 
up where city life is a lot more interesting and exciting and stimulat¬ 
ing? As they increase in education they don’t want to stay on the farm. 

Who are you to say they should ? 

Mr. Barnet. I have talked to some of those people. I can’t say I have 
talked to anything like all of them. But in many cases it is not a free 
decision. It simply is a decision of going somewhere to find work be¬ 
cause the work that you had for generations no longer exists, and I 
think when you say that we get into one of the most basic problem^ 
here that permeates this whole question. That is, there is no question 
that in a number of developing countries those who are in charge of 
government welcome foreign investment on whatever terms and are 
prepared to do business with them, and in fact often have a personal 
interest that transcends their interest of their own country. 

RELATION SHIP BETWEEN CORPORATE EXECUTIVES AND LOCAL OFFICIALS 

I think it is in that respect that these issues of bribery and the kind 
of relationships between global corporate executives and local elites in 
those governments become so important because it is permeating what 
is intentionally an extremely explosive situation. You cannot go on, 
it cannot go on developing an economy in which the disparity between 
rich and poor gets greater and greater without some kind of- 

Senator Percy. Are you saying that the demand for these agricul¬ 
tural implements comes about as a result of someone wanting to make 
a profit, and, therefore, forcing these products on farmers? Or is it the 
fact that farmers are better educated, more knowledgeable as to 
what is going on in the world and don’t want to do as man did, be ani¬ 
mals with only their muscles and their human energy being used. 
They want to be able to use their mental capacity which God gave you, 
to man, and get away from the backbreaking work. Why should they do 
with hands and shoulders and their backs and their feet what a man 
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can do if he can operate that machine? Doesn’t the demand for these 
implements come from the farms themselves and the workers, not 
necessarily the managers at the top here who are trying to somehow 
industrialize, over the heads of the workers, their economy ? 

TECHNOLOGY TRANSFERS 

Mr. Muller. One of the problems is that not in all cases can we talk 
about corruption being the reason why we had transfers of technology. 
What we are talking about is the systematic problem in this world.-In 
1955, 1960, 1968, most of the Third World countries were beginning 
to modernize their agriculture. They had not much of an alternative of 
where to go. The only place they could go was roughly to the United 
States, the types of companies that you are speaking about. 

Unfortunately, as you know, in Third World countries the problem 
is labor abundance. So one aspect of this is that we just knew proper 
technology. Until recently we know the Japan ese-Westem Europeans 
have developed medium scale more labor intensive technologies and 
are beginning in fact to see transfers of these kinds are of technologi¬ 
cal process, but the era after 1950 through the end of 1960 was larger 
roughly monopoly-type markets in the aggregate. 

COST OF TECHNOLOGY 

Another question you have to ask yourself is what was the cost of 
the technology compared to its cost in the local markets. Just about 
every example that has been used at by courts in the third world 
has been looked at by economists on the transfer of technology, includ¬ 
ing agricultural implements. 

We find that there was efflcessive overpricing of those transfers 
because of the dependency involved, and finally we have to look 
at the financing of this technology. 

We find most of that technology went into usages of land to devel¬ 
op export crops to create cash reserves which allows for its eventual 
financing. Unfortunately what happened there was it replaced food„ 
that was formerly used for local consumption, so these are systematic 
types of problems. One has to understand in the context of what we 
mean bv an underdeveloped country, what we mean by a nation which 
naturally here evolves one kind of technology but is not naturally 
suited for other parts of the world. 

THE PHARMACEUTICAL INDUSTRY 

Mr. Barnet. If I could just respond to your question about the 
pharmaceutical industry. It is here I think where we see some of the 
worst abuses in the area of transfer prices. We have a number of 
documented cases where whempharmaceutical companies in effect buy 
and sell to them, the parent in United States selling to the subsidiary, 
there is a collosal overpricing. In pharmaceutical firms in Colombia, 
the studies show 155 percent is an average. In some cases drugs like 
valium and librium were overpriced 82 and 65 times the market prices. 

We also have other abuses of drugs that have been outlawed in the 
United States because of their harmful effects, being sold frequently 
in developing countries. I think that there are no doubts that impor- 



tant services are being performed by these companies but I think we 
do ourselves no service if we don’t look very specifically, we fail to look 
very specifically at what the effects of particular products are on par¬ 
ticular countries. 

I think with respect to the two you mentioned, these are going to 
complicate and are complicating the development problem. 

Now, fortunately, developing countries themselves are getting some¬ 
what more sophisticated by dealing with that. 

Senator Symington. Would you yield for a question there ? 

I was extremely interested in these gentlemen. 

APPLICATION OP TUB THEORY 

I am very sympathetic with the thinking of Senator Percy in this 
case because it is practical application of the theory. One thing you 
always felt when you went into a country in the past has been that you 
took advantage of what might be termed cheap labor. Today, as you 
develop machinery, the relative part of labor, I am not talking about 
picking cotton, but many other aspects, becomes' less important as 
against technology. What you are really doing in many cases, you are 
exporting technology that in a sense is astute for labor regardless of 
its price. 

Am I right on that ? 

Mr. Barnet. That is right. 

Senator Symington. You take a true expert maintenance man in the 
field Senator Percy mentioned. I had lived for many years in Roches¬ 
ter, and Eastman Kodak had dominated an aspect of emissions. You 
really would only have to send one or two people and then so long as 
they could correct the breakdown in the hilly technical machinery, you 
don’t worry so much about the labor i*ate. 

Would you comment on that in connection witli the exports of the 
world famous company in Caterpillar. 

THE ABUNDANCE OF LABOR 

Mr. Muller. I think basically the message here is what we just said 
before and what you basically repeated. We have tremendous labor 
abundance in one part of the world. It is not necessarilv true when 
you look at the period 1950 to 1970, that companies were interested in 
taking advantage of cheap labor because they were exporting capital 
intensive technology. But what we forget to overlook, and I would like 
to reemphasize the point, up to 1965 it was largely only U.S. corpora¬ 
tions that roamed through the Third World selling technologv. The 
Jananese and Western Europeans were busy with reconstruction. It was 
onlv in the mid-sixties they began to accelerate their own global proc¬ 
ess because their corporations come from land areas that have different 
resources endowment. For example, differences in resources as com¬ 
pared to United States, differences in labor intensity, particularly 
Japan, that thev in fact developed over the years their own private 
enterprise, the kind of technologv that in fact are particularly in agri¬ 
culture much more suitable. At the same time, bv 1970 to 1972 to 1976 
we are finding intense competition going on between global corpora¬ 
tions the United States, from Japan, and from Western Germany, 
England, et cetera, which we never had until the late 1960’s. 



And this in fact is including the aspect of perhaps adopting and 
developing new technologies that are much more suitable and take 
advant age of the abundant labor. 

And the final analysis of this is that, yes some labor-intensive indus¬ 
tries, such as electrical appliances and supply operations have seen 
that source of cheap labor out there and in fact they have transferred 
out, causing the problems here. 

I think the kind of answer we are making to Senator Percy in terms 
of the period 1960 to 1970, showing the negative aspect of what is hap¬ 
pening, can be explained by understanding the transformation of the 
world's political economy from the end of World War II to 1970 and 
the beginning of a turnabout, particularly in this area of labor im¬ 
pact and employment impact and financing that are now taking place 
in the Third World. We have to understand that we are going 
through a period of transition that the question here and your ques¬ 
tion which may well relate to an accurate description of 1960 to 1970, 
does no longer necessarily relate to an accurate description of what is 
coming in 1970 to 1980. 

INTRODUCTION OF AGRICULTURAL IMPLEMENTS 

Senator Percy. If I could get back to your concern then. I appre¬ 
ciate the question by Senator Symington. But to go back to your con¬ 
cern that as a result of the introduction of agricultural implements, 
and so forth, we have fewer people living on the farm. You may have 
fewer farm jobs, this is absolutely true. 

But is this not really the trend that is inevitable, that people 
are moving away from the farm, and when you talk about the shrink¬ 
ing base of choices in manufacturing, which means that a decreas¬ 
ing share of the national income for labor, weakening of laborer’s 
bargaining power in the face of constraint, and increase in capital 
portion of national income, is this because of the multinational cor¬ 
porations? Or, if it did not take that form would it be inevitable 
anyway? As long as you are going to increase the educational level 
of people, they are going to want to get away from menial tasks. A 
lot of factory work is terribly monotonous, and terribly menial, and 
terribly boring, as we well know, and certainly it is true in other 
economies that fewer and fewer people are engaged in the actual 
process of manufacturing, the actual process of farming, and that is 
going to be inevitable in other countries. But it is not because of the 
multinational corporation; they are simply serving a need that exists 
to want to get away from menial labor. We are moving into more 
service oriented types of occupations, more doctors, more teachers, 
more nurses, all types of service jobs. Such people cannot replace 
what they have in their head with a machine and they are using peo¬ 
ple’s brains rather than just their muscular energy. I do not see that 
the multinational corporation can be blamed for it. The American 
multinational has helped eradicate disease, has helped move people 
toward greater food production, helped reduce population, and they 
could not be blamed for it. I think they should be commended for it. 

profit margins 

You mentioned a profit margin on certain pharmaceuticals. It is 
always possible to pick a single product and say it is overpriced, but 



who is to decide it is overpriced? How about all those that are un¬ 
derpriced where they have lost money? I think you have to take 
the overall balance sheet figure and P. & L. and say, is 15 percent 
after tax too much or too little, and do they put too much or too 
little in advertising or research and development? But when you 
start regulating, controlling that, you cannot just pick out of the air 
and name a few instances of a few products where the profit margin 
does seem excessive without being fair and say let us list the products 
where they have a loss. If you are going to legislate too high a prof¬ 
it, then you had better start legislating to make up the losses when 

you have a planned control and, not the- 

Mr. Barnet. The figure 155 percent in the pharmaceutical in¬ 
dustry, 40 percent in the rubber industry, 16 to 60 percent in the 
electronic, 16 that we noted, was from industry-wide studies over a 
long period of time. 

Senator Percy. Take the electronics, you are talking about RCA, 
Admiral. 

Mr. Barnet. Yes, sir. 

Senator Percy. And they’re averaging 60 percent profits after taxes. 

OVER-PRICING 

Mr. Barnet. Not profits. The over-pricing of particular items in 
Columbia through transfers. 

Senator Percy. Who says that they are over-pricing? Who is this 

omniscient body who puts himself imperially- 

Mr. Muller. Prices cased on, including transportation and tariff, 
based on looking at U.S. wholesale prices, looking at the wholesale 

prices in advanced countries where there are- 

Senator Percy. Have you studied a balance sheet of Admiral Cor¬ 
poration? 

Mr. Muller. Let me add one more thing. 

Senator Percy. Look at the overall. 

Mr. Muller. A number of econometrical studies have now been 
published including one of ours that took, for example, 62 percent 
of the total manufacturing, 62 percent of all of Latin America from 
1967 to 1969. That is 62 percent of the total universe of all of that 
trade. Over half of it was being controlled by global corporations. 

under-pricing 

On the average, Senator, the global corporations were underpricing 
their exports by 40 to 60 percent. Now any statistician who walks 
in here will tell you, given the huge population that was used, that 
there has to be some reality behind those statistics. 

Jn addition, it is not only Columbia we are talking about, but 
studies that have been done for the last 10 to 15 years in countries 
like India, Pakistan, Philippines, Brazil, Mexico, on and on. We are 
talking about not only economic industry studies, we are talking 
about conviction in court. It starts out with the Kefauver hearings, 
if you remember, and it gets up-dated time and time again until 
the early 1970’s. 
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Senator Perot. The figures you are giving me, giving the subcom¬ 
mittee, are figures on profit margins on manufacturing products over¬ 
seas. 

Mr. Muller. The figures we just mentioned. 

Senator Percy. Not overall corporate figures. 

Mr. Muller. The figures we just mentioned are either over-pricing 
of imports or under-pricing of exports. 

THE RAND CORPORATION STUDY 


The Rand Corporation, in its study, says that the minimum rate of 
return in the manufacturing sector of U.S. global corporations in the 
1950’s and 1960’s, not taking into account, three-fourths of the possible 
over-pricing and under-pricing that was going on—the minimum rate 
of return, Senator, was 40 percent per year on the invested dollar. 
Statistics from it, which is not noted necessarily as a radical-neck 
establishment, shows that the after-payback-period on investments in 
the manufacturing industry, particularly the automobile sector, is 18 
months in this period of the 1950’s through 1960’s. Ask yourself this 
question. Why is it that from the most fascist right wing types of 
governments over to the most liberal democratic types of governments 
we all see in the Third World the absolute necessity to bring about 
new controlled measures and the key focus is to get at the nonmarket 
transfers of the global corporations. It is because no markets existed 
that in these prices and these types of pricing policies were possible. 

Senator Percy. Did it ever occur to you that there is no government 
that can force the citizens and consumers of its country to buy these 
products, that if these products are so overpriced, there is no law I 
know of in any country that says people have to buy them. They 
must apparently be buying for a reason. There is a shortage or there 
is such a dearth of manufacturing of goods in that area that no matter 
what they charge there is such scarcity of product they can get that 
price. Maybe the corporation has to take into account that they have 
to earn their money reasonably fast because of the record of expropria¬ 
tion or nationalization or seizure of assets without compensation. And 
so they may get in and get out. Now, there is that possibility. Have you 
taken that into account? Why is it they can command what would 
appear to be outrageous prices? Maybe to the corporation has 
taken one terrific risk in going into a country, taking into account 
past patterns. Maybe they feel they have to make up for that risk by 
a fairly large profit and they are able to charge it in what might be 
considered a free market. 

Mr. Muller. If you make two points here. Number one, if you take 
in account simply, people are dying and penicillin will save a life and 
there is in fact a court-documented conspiracy going on between the 
four and five major multidrug companies, the only ones producing 
in the country, you have a severe dependency and you can get the 
kind of monopoly prices that you want. 


difference of differential risk 

Number two, risk. I would suggest, yes, there may have been some 
difference of differential risk in going in the Third World, but in 
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priation and nationalization in the manufacturing sector that we are 
talking about is almost nil, it is statistically insignificant. It cannot 
explain the risk differential that leads to a profit differential between 
15 and 18 percent return on the dollar invested at home versus any¬ 
where from 60 to 120 percent invested overseas in underdeveloped 
countries. 

INTERLOCKING DIRECTORATES 

Senator Percy. I would like to ask you about the comment in Sena¬ 
tor Church’s review of your book, in which he indicates that you have 
commented on the concentration of financial assets in some 20 or 30 
banks. 

We do have some 20 or 30 banks that are verv, very large in this 
country, and you characterize them as by interlocking directorates. 
That is Senator Church’s comment on that. The interlocking directo¬ 
rates that you refer to, are these between banks or between multi¬ 
national corporations and bank board membership ? 

Mr. Barnet. Both, Senator. They are interlocking directorates be¬ 
tween banking groups and between particular multinational corpora¬ 
tions and particular banks, and the particular problem of the Dank 
and one that I think is now being increasingly noticed in New York 
State, for example, is the fact that assets of the people of New York 
deposits are going into a relatively small number of banks who then 
find it in their final interest to invest large amounts of these overseas 
with the result that there is a loss of working capital for the local 
communities in the United States. 

THE BANKS AND BANKRUPTCY 

I think that the problem of the banks that you mentioned is one 
of the most serious aspects of this whole problem and one that most 
requires additional investigation and legislation. 

Senator Percy. Do you conclude that it is bad per se for there to 
be 20 or 30 banks in this country concentrated essentially in New 
York that are as big as they are? 

Mr. Barnet. Absolutely; and I think it is particularly dangerous. 

Senator Percy. If you think that is bad, whom do you think Mayor 
Beame is going to now. This morning he is sitting right now—this 
morning, he lias been told by the Federal Government they cannot 
come to him, he has been told by the State you come to us, and we 
have real conditions and terms on it, he has payrolls to meet. 

Mr. Barnet. He is going to—-— 

Senator Percy. Chances of getting those loans from 100 small banks 
or 1,000 small banks would be any better or sitting down to 2 or 3 
banks and saying will vou please help us, bail us out of a bankruptcy 
situation, the largest city in America. 

Mr. Barnet. And it is shocking. Senator, in my view that the head 
of a great city, has got to go hat in hand to a small- 

Senator Percy. Maybe it is. The Federal Government has kicked 
him out and he is going to Albany and they have said do not come 
to us. Where else is he going to go? Is it not rather better that he 
has some place to go? 



CONCENTRATION ON ECONOMIC POWER 

Mr. Barnet. We are talking about, Senator, a degree of concen¬ 
tration of economic power which makes it impossible really to protect 
the public interest, and it is not only concentration of economic power 
in banks, but banks are becoming conglomerates through the one 
bank holding company. We have banks using their tremendous power 
in one area, for example, in deposits to move, say, into credit, move 
into insurance, move into leasing, in effect more and more concentrat¬ 
ing parts of the economy, other parts of the economy in fewer hands. 
The same problem that you have raised, something similar it seems 
to me behind every one of your questions, which is that what I think 
your queery illustration is the degree of dependence that we all already 
have on these large institutions. 

It is the same problem of the poor farmer in Mexico. I assure you 
he did not ehoose to come and live in the barrio in Mexico without 
water and with most obscene living conditions because he preferred 
that to tilling his farm back in the provinces. He did it because he 
had no choice. I am reasonably sure Mayor Beame did not want 
to be in the position he is, but we have allowed to develop a delevoping 
pattern in this country, a pattern that we have exported now to the 
undeveloped countries which is premised on the increasing accelera¬ 
tion of power in what are primarily private hands. And that prob¬ 
lem permeates everyone of the questions that we have raised and is 
a problem primarily of distorted concentration of political power. 
I think that we need to look much more carefully at what the real 
impacts are of these institutions both in our own community and 
abroad. 

Frankly, I think that we have allowed ourselves to accept a great 
deal of rhetoric about the operation of our system, in using terms 
like free enterprise and free market when from any analytical stand¬ 
point they no longer really exist. 

Senator Percy. If you want to look at growth industry, though, 
there are fewer growth industries I can name that even compared 
to the growth of government in recent years. 

THE CONCENTRATION OF POWER IN THE FEDERAL GOVERN MENT 

Are you concerned about the concentration of power in the Federal 
Government, are you concerned about the growing proportion of our 
GNP that is raised in the Federal budget ? 

Mr. Barnet. Very much concerned. 

Senator Percy. Are you concerned about $500 billion debt that re¬ 
quires $35 billion a year to finance it ? 

Mr. Barnet. I am very much concerned about it and that is why 
in our book we have made a series of proposals for strengthening the 
countervailing power of communities at the local level and at the 
State level in order to deal with the problem of disproportionate cor¬ 
porate power. 

I believe that ultimately what has to happen in particular terri¬ 
tories, whether in the United States or anywhere, in order to preserve 
some kind of stability in a given graphical area are going to have to 
have much more power themselves to deal with corporations. I do 
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not think you can simply look to the Federal Government to do this, 
although obviously, Federal legislation will have to be brought to—— 

Mr. Muller. Could I add one thing on New York City, an example 
as related to Richard ? s answer to you about government deficit. 

THE FISCAL CRISIS OF NEW YORK CITY 

The other side of your question of Mayor Beam© is why is New 
York in such a fiscal mess? Why is it in such a fiscal crisis? Can we 
not ask the question what has happened to the tax base of New York 
City? And we find that it is very similar to what is happening to the 
tax base of the Federal Government. 

Recent studies just completed by City University of New York by 
Prof. Richard Morgenstern, et cetera, all show the banks more and 
more, in financial institutions and management service institutions in 
that city, have an effective tax rate of something like 50 to 60 percent 
less than the manufacturing sector and less than small business. 

We find the same problem here in Federal Government that- 

THE CHASE MANHATTAN BANK AND NEW YORK 

Senator Percy. Could I interrupt you there? Having sat on a Chase 
Manhattan Bank board for 15 years, I cannot imagine any institution 
to do more than the Chase did to try to keep a safe downtown, keep 
industry in New York and to prevent it from going out. They had 
done this long before any mayors of New York realized what was 
happening to their tax base by migrations out. They were most, con¬ 
cerned and did everything they could. 

Mr. Muller. I do not deny it was good business in the real estate 
boom of New York for Chase Manhattan to try and save buildirigs 
and rent. 

Senator Percy. It was in their self-interest to do so. 

Mr. Muller. I am also stating that according to the best knowledge 
that we have, is that the larger these banks are the more global 
they become, the more of a conglomerate nature they become, 
the greater is their ability to pay much lower effective tax rate than 
other smaller strictly national banks or strictly national business. 
We have to ask the question why and are we not back to the whole 
question of the information crisis? Are we not back to the whole 
question of this society no longer basically for most of the period of 
business cycles operating off of a market mechanism and how does 
that relate to the fiscal crisis of government ? 

THE TAX BASE 

Senator Percy. I think that gets back to Senator Church’s basic 
questions on the tax base. I have no doubt we owe it to ourselves and 
our whole national development to look at that tax base to see if what 
we were trying to do is a matter of national policy in encouraging 
companies to invest capital, knowhow, and experience abroad, gives 
the foreign countries an employment base for them to develop their 
industrialized economies and get away from a one crop economy and 
dependence. We were trying to help them to do it, and we did it 
through multinational corporations and through national policy of 
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- encouragement of them. Maybe that process can be altered and 
changed. Maybe we do need to encourage more investment in this 
country and maybe we ought to take a good hard look at it. I think 
you have raised a very good question. I am not questioning but I won¬ 
der, and I will close my questions with these two comments. 

HEPLACINO THE MULTINATIONAL CORPORATION 

What do we replace the multinational corporations with? It has 
grown up like “Topsy.” It is big to our economic way of life and has 
grown very rapidly. It has been successful. What do we do ? What do 
we replace it with now? Second, you indicated that wo ought to make 
corporate executives more responsive and maybe elect them. I played 
around with ideas such as how do we get corporations more responsive 
to the public good and public need and so forth. How would you go 
about electing them ? Who would be the electors? What role would the 
public play? What role would the stockholder play, the employee 
play, and so forth ? 

Mr. Muller. On the first part of your question I think to ask the 
question how do we replace the multinational corporation is perhaps 
not the best way to ask the question. The question is- 

Senator Percy. You may improve on my question. Where do you 
go from here? . 

Mr. Muller. The key question is in taking a strong look at what 
is happening to our economy in both government, business, and labor, 
what is happening in income distribution, what is happening.in finan¬ 
cial control, what are those social sectors, what are those industrial 
sectors where one can think about alternatives to global corporations 
and what are those sectors where one needs not necessarily talk about 
alternatives but perhaps more effective control. 

I think that would be the beginning of the kind of questions we 
need answered here in this country. 

ECONOMIC EFFICIENCY 

Mr. Barnet. I think we need perhaps also to ask a more basic ques¬ 
tion, and that is what really are wo after in our economy with respect 
to efficiency. We have a definition of efficiency in the country which 
is extremely narrow, which really is directly related to the balance 
sheet and which leaves out of the account all of the social effects, 
the environmental effects, the real costs that are pushed on—the 
real costs of Industrial advantages that are pushed off on to the 
population. I believe that it is by no means inevitable that, as you have 
suggested at some point in the discussion this morning, maybe bigness 
and growth is some kind of a law of nature or ordained in the universe. 

I think that growth of the kind that we have been talking about has 
developed because it has been deliberately fostered by very specific 
public policies and that if one were to pursue a policy such as we have 
been proposing, differential tax rates and other measures to favor 
small business, to attach new and special responsibilities upon cor¬ 
porations that in fact achieve such a role of dominance the com¬ 
munities are dependent on them, I think that would be some very 
strong incentive on the part of managers of companies to consider 
whether they want to go over that. 
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I also think that we can seriously reconsider the notion that it is 
economically efficient, even in the narrow balance sheet terms that I 
have been talking about, to combine so many different industrial 
products in a single company or in a single corporate entity. 

INCREASED COMMUNITY PARTICIPATION 

I think that there are a number of possibilities for getting increased 
community representation and participation, I would Savor very much, 
a machinery for local community representation. The interest of lo¬ 
cal communities as well as increased representation of labor as we are 
now seeing in some European countries, in corporations, particularly 
really at tne plant level, at the local subsidiary level, where in fact a 
subsidiary should not only be responsible to its parent maybe 5,000 
miles away, but also be responsible to community representatives and 
to labor representatives because ultimately all of these problems really 
come down to, reallv fall into classic patterns of the problems of ab¬ 
sentee ownership. What we are seeing is not so different from the 
problem we saw 50 and 100 years ago of a corporation leaving a mill- 
town in New England which had become totally dependent upon it 
because the profit picture dictated their moving elsewhere. I think 
we simply have to balance these communities against the profit interest 
by creating some machinery for these industries. 

Senator Perot. I want to thank our very eminent witnesses this 
morning for a very provocative discussion and I think that is the pur¬ 
pose of these hearings, and I want to commend the chairman and staff 
for having them. 

It is unthinkable we have corporation executives here defending 
the status quo. There is not any question that we can improve a great 
deal on modifying and perhaps change and alter‘our system of rela¬ 
tionships between government and corporations. But 1 think we, in 
perspective, cannot lose sight of its accomplishments with all of its 
imperfections. As I see the tremendous desire of Communist and totali¬ 
tarian countries to get the technology and know-how that we have got, 
and somehow shape up. When you see all of the Europeans and Japan 
working toward organizing themselves after the way we have orga¬ 
nized our corporate life, it cannot be all bad. It has provided a tre¬ 
mendous amount of undisputed leadership and technological advances 
for the world to see. 


ROLE OF REGULATORY AGENCIES 

When wc look at regulations, the Congress is now joining with the 
executive branch in an intensive study to see whether we should or 
should not overhaul and totally dismantle our regulatory agencies. 
We only need look at ICC and see what the benevolent hand of Gov¬ 
ernment is capable of doing, almost literally reorganizing an indus¬ 
try, reorganizing a transportation system of a country through its 
overregulation and its inability to find a way to move us ahead in 
this field. And heaven help us if we turn to (Government to regulate 
our economy the same way we have regulated through the ICC our 
transportation system. 

So I think there is no panacea. You certainly opened up very, very 
stimulating areas for consideration and thought, and I played the role 
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of devil’s advocate to be sure. I will read now with greater interest 
and more carefully the very scholarly volume you have put together. 

Mr. Barnet. Thank you. 

Senator Church. Thank you. 

I just have three quick questions. 

BIO CORPORATION8, BIO LABOR UNIONS, BIO GOVERNMENT 

First, does not bigness—I think it is a self evident question—but 
bigness does beget bigness. That is to say, 'big business corporations 
and big labor unions beget big governments. Ts that axiomatic? 

Mr. Bar net. Yes it is. and I think this whole process of bigness and 
concentration is going against some very^^ery strong trends that are 
working in the world feeling that people have that government, if it 
is to be controllable and if it is to be effective, has to be decentralized, 
has to be much less concentrated in remote areas, and also I think in 
business, So I do not think this bigness is by any means inevitable. I 
think it is inevitable if our policies dictate it. * 

Senator Church. Our policy has been in the direction of bigness 
and bigness is thought to be the ultimate virtue of <5ur society for a 
longer period of time. 

Since that has been the case, big government has grown at a pace 
with bigness in labor and in business and the effort has always been in 
the direction of regulating or controlling these big enterprises. As 
Senator Percy has pointed out, the effectiveness of governmental regu¬ 
lation has not been verv reassuring. 

Mr. Muller. Can I comment on that last point, please? 

Senator Church. Yes. 

WHO IS RESPONSIBLE? 

Mr. Muller. One has to ask the question who is government here, 
finally. One has to ask the question who in fact designed regulations 
that ICC became responsible for. And one has to ask the question who 
enforced those regulations. *—^ - 

One of the relationships between bigness and bigness is that bigness 
in private business has a character- and quality that that bigness in 
government increasingly begins to take on. 

Senator Church. And the regulators are soon co-opted by those 
they regulate. But that is, J think, a problem here that is not going 
to l>e corrected by its discovery. I think that you will find that m the 
course of time regulating agencies are taken over by the very indus¬ 
tries they attempt to regulate. 

Mr. Barnet. One of the proposals we make in the book which we 
put forward for discussion is the~olection of officials of regrulatory 
agencies. Why should those who are charged with regulating our 
basic industries make claims terthe people as to the way in which 
th"v think the regulation ought to take place ? 

NATIONAL SOVEREIGNTY VS. GLOBAL CORPORATIONS 

Senator Church. That is a very interesting argument. 

# The second ouestion that I have is very broad but these multina¬ 
tional corporations since they hnv« grown so large and now have so 
great an impact upon the economies of both the parent countries and 






98 

host countries, are locked in a struggle with national governments, with 
national sovereignties all over the world. There have been such his¬ 
toric struggles before, not of this particular kind, but struggles between 
national sovereignty and the universality, let us say, of Christian re¬ 
ligions in the days of preeminent Catholicism in Europe, and national 
sovereignty won out. The prerogatives of the King came to supplant 
the prerogatives of the Pope. 

Do you see this present struggle between sovereign governments on 
the one hand and global corporations on the other being one that will 
finally end in the victory for one side ? That is, do you see a decisive 
outcome favoring one side over the other ? 

Mr. Muller, f think there are two things that have to be said. There 
^ are two possibilities here. One is that in fact we are going to see a con¬ 
tinuing erosion, and I am saying that as a scientist now in trying to 
attach specific probability to this. One, we will continue to see "erosion 
of national sovereignty. I tried to emphasize in my opening remarks 
international harmonization and monetary fiscal policy. As you well 
know, control of the domestic money supply and capacity to tax 
are two hallmarks of effective sovereignty. When we begin to have 
to internationally harmonize these two aspects of sovereignty I think 
we have further erosion. 

Senator Church. Is it not, assuming that you are right- 

Mr. Muller. I am saying there is another probability here, another 
possibility which I would like to just add to. 

I think, however, that what we talked about before is finally perhaps 
becoming a recognition in the United States, that the development path 
we have been on in the past is perhaps not the one that we should be on 
in (he future. When we take the issues of ecology and combine them 
with economies and technology, and we think about the new types of 
goals that perhaps this Nation will have to arrive at, the whole reason 
for the present bill placed before Congress on having a balanced growth 
and national planning board, once we start thinking about the differ¬ 
ent position of output, and this is perhaps a very difficult point but, 
therefore, a difference of technology evolving over the next 50 years, 
then we begin to see perhaps a lesser necessity for global interdepend¬ 
ence than we have utilizing today’s type of technology, today’s type 
of consumption goals. This is perhaps breeding a force toward more 
national economy, toward more community autonomy. 

Mr. Barnet. I think the issue is not so much which is going to sur¬ 
vive but what is going to be the character gf government as a result of 
this tension. The fact that the views of force are still largely in national 
hands, the fact that national loyalty is still very, very strong ancl par¬ 
ticularly territorial loyalty. I think that maybe it may be better than 
talking'about national loyalty versus corporate. We are talking about 
an attachment to territory, to a piece of earth versus attachment to a 
supernational economic entity and idea. I think the real dangef 
that I see with the unlimited growth of multinational corporations is 
not that we are not going to have government, it is the kind of govern¬ 
ment that we are going to have, and I think it is a particularly impor¬ 
tant foreign policy problem for the United States in the developing 
world. 



DEVELOPMENT MODEL 


There is a clear relationship in my view between the kind of develop¬ 
ment model which is being promoted through the global corporation, 
which is one which has the unforunate income concentration effect that 
we talked about, and the growth of oppressive authoritarian govern¬ 
ment. I think it is not because governments wish to torture their citi¬ 
zens or wish to repress dissidents and political opposition, but because 
given a model which offers no hope to a majority of the people, they 
have no alternative, and to the extent that our multinational corpora¬ 
tions are part of that process. I am dismayed by the ease with which 
global corporation executives are willing to endorse governments which 
engage in these practices and seem to gravitate in their investment to 
countries with the most repressive sort of regime. 

I think that is a serious long-term problem and perhaps not so long¬ 
term for American foreign policy, because as much as these corpora¬ 
tions may seek to dissociate tliemselvcs from the U.S. Government and 
to be a national corporation as some of them like to call themselves, 
they are perceived as extensions of the United States and the kind of 
reaction, hostile reactions, that we can expect around the world 
through the development of these kinds of relationships I think is 
going to present very serious problems for us in the future. 

MULTINATIONAL CORPORATIONS AS FORERUNNER OF STATE CAPITALISM 

Senator Church. I am surprised the way you gentlemen have not 
looked at the other side of this coin in forecasting the future, which 
is that the multinational corporations may in fact bo the forerunner 
of state capitalism, which is normally called socialism, but takes the 
form of state capitalism in most cases. Competition will not be won 
by the global corporation through a breakdown of national sover¬ 
eignty but, in fact, for many reasons, including the last example 
you gave, and others that I could give, will turn into just the reverse. 
Once the technology has been spread through the mechanism of the 
global corporation, once the plants and factories have been distributed 
. broadly, so that nation states come to possess both the technology and 
capability of producing these products, then through a process of na¬ 
tionalization they will be taken over, even as the general oil com¬ 
panies are in fact being taken over today in the Middle East. Although 
equity ownership may be replaced by contractorial arrangements in 
the first generation following the nationalization of the property, the 
second and third generation will no doubt see a much larger indigen¬ 
ous representation and finally a total indigenous takeover. 

I mean there is another way for this thing to work out; it is quite 
different from the one that you gentlemen have envisioned, and for 
wh ich there is much evidence In the present world picture. 

Mr. Muller. Senator, if we take your last statement, the breakdown, 
the nationalization winning out over the private transnationalization 
of production, that in fact is quite probably I think over a period of 
50 to 60 years. But the issue that I think that we have to look at in 
many ways, it is always easier to predict the long run than the short 



run, is the next 20 years. Let’s take the so-called activity of the 
OPEC nations vis-a-vis the ( oil companies. I think this is an ex¬ 
ample which best epitomizes the transnational capacity of the company 
to win out and its ability to bounce from one side of the table to an¬ 
other over the net without ever falling off the table. 

What the OPEC and energy crises and the gradual nationalization 
of extraction process represents was increasing the bargaining power 
of the host countries. People often think that “if in any given coun¬ 
try the bargaining power of the country to control the corporation and 
private enterprises it has increased is a zero subgame. What the Gov¬ 
ernment wins the corporation loses. Not so with transnational corpo¬ 
rations. Because what in fact happens with OPEC, as you well know, 
was that the companies did not lose out. They relatively gained, and 
this is the essence of the transnational mobility of the corporation to 
maintain its real economic market and without it I suggest therefore 
because of political accountability, its political power. And it is in 
the short run that I see various kinds of tensions developing that we 
are really not yet fully aware of. What we find are new patterns of 
relationships between Brazil, Iran, and Japan where in fact it is not 
only Brazil iron going to Iran, being processed by technology of 
Japanese corporations, and whole financing being earned out by Iran, 
but in fact company and service management contracts of Marconi. 
So even as we have the shift of geographic economic flows and 
power we find again that a corporation goes in other areas because 
of their transnational mobility, their, ability to adapt further where 
ownership meant to control, to control means technology, to an ora of 
management service contract form. This shows you just how mobile 
they are and I think in connection of the next 10 to 15 to 20 years it is 
the kind of base of tension we will have to have and have to get. In the 
longer runs, 50 years, your response and ours might well prove to be 
correct. 

Mr. Barnet. I think what we do in the next 20 years, particularly 
in the very near future, will critically determine what the long-time 
patterns are because there are a number—if you look ahead beyond 
this 20-year period—of variations in your scenario that are quite 
plausible and some look a great deal more attractive than others. 

Senator Church. Well, I want to thank you both very much for an 
extremely interesting conversation this morning. It has been helpful 
to have had both of you here and I wish you well with your book. 

This committee hearing has not been meant for the purpose of 
promoting it. Still it is a very provocative book and takes us a step 
further in our understanding of multinational corporations. 

Thank you. 

Mr. Barnet. Thank you. 

Mr. MAleer. Thank you. 

Prepared Statement of Dr. Ronald E. MUller, Professor, Department of 
Economics, the American University 

I w-ould like to take this opportunity to enter into a dialogue on the foreign 
relations aspect of Multinational Corporations as they concern the current 
domestic economic crisis, more particularly, as they relate to the visible process 
of national instability that this country has been and will continue to be facing 
into the foreseeable future. To initiate our discussion, I shall present briefly 
some major conclusions on the relationship between MNCs and the instability 
of the U.S. economy. Because my analytical framework is relatively new and is 
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helpful as a background for amplification of these conclusions, I wish to request 
that a summary article of mine, published in the May-June 1075 issue of Chal¬ 
lenge: The Magazine of Economic Affairs , be entered into the permanent record 
to accompany my verbal testimony. For the policymakers’ purpose, this article 
is perhaps significant because it received recognition from an editorial advisory 
board that includes a wide array of distinguished economists of quite different 
schools of thought. 

My first conclusion is that there remains among government officials a basic 
lack of recognition about the intensity and new types of global interdependence 
brought to our economy by the expansion of its multinational corporations and 
banks. Specifically, there persists in our policy-making a failure to appreciate 
the uniqueness of multinationals as compared to strictly national enterprises. 
Our various government stabilization tools, those for both, domestic and foreign 
sectors, continue to assume that the response to, and the impacts of these policies 
are the same for multinationals as for national firms. This policy-making as¬ 
sumption is erroneous and is all the more regrettable since some 700 or so 
multinational agri-business, industrial, and financial corporations account for 
about 70% of the total private sector activity of this country. 

A second major conclusion as regards the impacts of multinational corpo¬ 
rations is that the U.S. Government is increasingly losing effective control over 
the economy. This loss of control is explained by attempts to manage the economy 
through the use of standard economic stabilization policies designed for times 
past. Current macro-policy yields not only ineffective, but at times, perverse 
results. Policy formulation does not take into account the transformation of 
our political economy brought about by the global mobility and revolutionary 
new business practices of its dominant actors, the multinational corporations. 
Instead, our policy assumes an economy dominated by national single-industry 
firms conducting business through the competitive market mechanism. This 
is in stark contrast to the reality of a private sector, some of 70% of which is 
dominated by a relatively few number of multinationals, almost all of which 
are multi-industry conglomerates and which can evade and/or negate the in¬ 
stitution of the competitive market. In short, we live in a largely post-Market 
Society which our policy continues to honor the myth of a market economy. Since 
the mid-1960s, standard monetary and fiscal policy has produced a set of “Vicious 
Circles” reminiscent of a syndrome heretofore only experienced in the dual econ¬ 
omy of a typical underdeveloped nation: The multinationals can successfully 
evade or delay their response to macro policies, smaller strictly national busi¬ 
nesses. farms, and banks cannot. Tims the latter’s role in the economy is further 
eroded while that of the multinationals is enhanced; with the upshot that in the 
next round of application, policy impacts become even more ineffective while 
continuing to raise concentration. The resulting national economic instability 
is characterized not only by price-inflation combined with rising unemployment, 
balance of payment problems, and lowered rates of growth in national produc¬ 
tivity. It also includes the politically important topics of increasing income in¬ 
equality and a significant erosion of the U.S. Government's corporate tax base, 
the costs of both being largely borne by middle-income Americans. Although we 
shall experience a lowering in inflation and a slight improvement in employment 
over the next 18 months, it is my opinion that the present policy approach 
will, by 1978, land us right back in a similar, if not worse situation than we 
have now. 

A third and related conclusion is that effective new approaches to economic 
stabilization policy will be forthcoming only when the government overcomes 
the “Information Crisis’’ in which it now finds itself. The “systemic” power of 
the multinational corporation to circumvent policy is based on its control of 
information, too much of which is never revealed to national business, labor, or 
government. Although the information dearth surrounding the so-called energy 
crisis, the ITT-Chlle affair, and the domestic as well as foreign cases of cor¬ 
ruption are dramatic examples of this issue, they pale however in-the face 
of the information needs for developing adequate stabilization policies while 
maintaining economic and therefore political accountaibility. Contemporary 
corporate disclosure laws assume away the fact of the non-market, inter-country 
and inter-industry, “accounting-mobility” of the multinationals. So-called market 
generated, reported sales, costs, and profit statistics hide more than they reveal 
as do the use of consolidated balance sheets. When the actual origin and value 
of these statistics are not known, then at best there is great uncertainty, at worst, 
perversity, in establishing fair tax liabilities and wage adjustments. Herein lies 
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the chief causal factor behind the decline in the countervailing power of national 
business and labor to maintain their relative economic positions; herein the de¬ 
cline of the government’s own countervailing power to maintain a ^stable and 
equitable economy within the framework of an open and democratic society. 

A fourth conclusion relates directly to this subcommittee. Your pioneering and 
balanced approach to many of the topics encompassing the multinational corpo* 
ration could now place further emphasis on some of the newer more intimate links 
between global and national issues. For example, there are various new pro¬ 
posals being made by international bodies on the control of transnational corpo¬ 
rate activities, e.g., UNCTAD’s proposed Transfer of Technology Code and the 
OAS and other efforts at drafting a Code of Conduct on Transnational Enter¬ 
prises. Qiven our economy's degree of global interdependence, such proposals 
each have different types of economic impacts on different domestic political 
ramifications. Each, therefore, has different probability levels of U.S. foreign 
policy support depending on the accuracy for gauging ensuing domestic impacts 
and the degree to which affected constituencies will be informed. 

Fifth and related is the conclusion that growing national and international 
economic and, therefore, political instability now necessitates the commencement 
of Congressional-sponsored hearings and analysis specifically linking the restora¬ 
tion of stability to new control measures over multinational corporations and 
banks. Certain of these measures can be affected through international, and/or 
national Institutions. The domestic versus foreign policy trade-offs involved are of 
enormous import for the years to come. Some measures needed to restore domes¬ 
tic economic stability and political accountability, such as corporate disclosure, 
will require international harmonization and a vigorous foreign policy stance to 
make them economically feasible at home. Whether or not harmonization should, 
can or will have to extend to monetary and fiscal policy, Euro-currency banking 
regulations, anti-trust policy, etc., is quite another question, and one which lies 
at the heart of the sovereignty issue. International harmonization means a new 
level of direct government planning. And this comes at a time of growing recog¬ 
nition for government planning for the national economy. In a globally inter¬ 
dependent world each type of planning, international and national, is intimately 
part of the other. A decision about one Implies an impact upon the other. Thus 
the necessity for planning is upon us faster than some may desire. Yet the ne¬ 
cessity is there. The fundamental question of planning is not so much its economic 
feasibility, for that has long since been demonstrated. For the United States, the 
question is planning by whom and for whom. How in fact do we develop a 
democratic social planning process that maintains the American tradition of 
checks and balances while at the same time allowing us to restore economic and 
ecological stability? 

This is not to say that I support a largely international approach to the con¬ 
trol of multinationals. On the contrary, I recommend that emphasis be placed on 
a national approach. When considering recommendations it should be remem¬ 
bered that the MNG control objective Is intimately linked to the objective of 
restoring national economic stability. As I have outlined in Testimony earlier 
this year to the Joint Economic Committee 1 , certain national policies for tht 
achievement of stability will assist also in realizing part of the MNC control 
objective. Such policies are aimed at preventing further concentration advances 
for MNCs, increase the competitiveness of smaller national firms, and thereby 
promote stabilization of the economy. These strictly national approaches include 
strong differential treatment in credit and tax policy to the advantage of smaller 
firms. In addition, for reversing the deteriorating trends in income equality, 
government tax revenues, structural unemployment, and national productivity, 
tax laws governing new investment should be rewritten to favor domestic not 
foreign private investment (as is now the case) of U.S. firms. Another area-which 
lends itself to a direct national approach to the control of U.S. MNCs is a sector- 
specific program in energy, transportation, and agriculture. (These sector rec¬ 
ommendations are also included in the JEC testimony). New corporate disclosure 
law is the most immediate areas in which the U.S. government should take a 
strong national approach combined with a vigorous foreign policy to promote 
international harmonization. At least partial international harmonization with 
new U.S. laws on corporate disclosure is necessary because of the present overall 
economy’s dependency on the foreign earnings of U.S. MNCs. (By 1973, an esti- 

* Ronald E. MtUier, Written and Verbal Testimony. ‘‘Current Economic Problems of 
the TT.S., M delivered before the Joint Economic Committee of the U.S. Congress on 
March 6,1075. 
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mated 30% or more of all U.S. corporate earnings were being derived from over¬ 
seas transactions.) 

It would require a separate testimony topic to deal with my sixth conclusion, 
hut a brief statement is necessary as concerns another link between foreign 
policy and U.S. economic instability. Our current foreign policy, as regards Third 
World nations and their accelerating new involvements with Europe and Japan, 
is failing to take cognizance of the emergence of a “New Era” In international 
and economic relations. Third World nations are achieving new control and new 
bargaining power over MNCs, and therefore a bettering of their terms of trade 
with advanced nations. This development of a “new international economic 
order” will continue, with or without U.S. positive involvement. Presently our 
foreign policy is attempting a disruptive role, e.g. the State Department’s an¬ 
nouncements at the UNIDO Meetings in Lima, April 1975. The Administration's 
current stance has not recognized the new “4-Polar Geopolitical Grouping” of 
nations that are now the basis of international and national economic, and there¬ 
fore, political dynamics. Therefore a failure to recognize the new necessities of a 
financially and technologically rich, but natural resource poor with high foreign 
sector dependency, grouping of Japan and Western Europe: these nations in 
contrast to another group of developed nations like the U.S. and Australia. 

And there is of course the two distinct groups of the resource (and relatively 
financially) rich and resource poor underdeveloped nations of the Third World. 
The new economic intordependencies developing between the three non-U.S. 
types of nations are gaining momentum as there occurs a diminution of U.S. 
influence among them. There increasingly will result a change in worldwide 
terms of trade with ensuing impacts feeding back on growth potential and domes¬ 
tic income distribution patterns of the U.S. economy, with a further aggravation 
of national economic instability. Recognition and involvement in this trend 
toward a new pattern of world trade and commerce could minimize the de¬ 
stabilizing impacts on the U.S. economy, given proper domestic economic adjust¬ 
ments. To continue to act as if we were in the Bi-Polar, Rich-Poor, “North-South” 
^ world of the 1950's and 1960’s will only forestall the inevitable while increasing 
domestic hardships, Although my statement on this topic * is overly limited and 
therefore cryptic, I do recommend that the subcommittee address its attention 
to this aspect of MNCs and U.S. foreign policy. 


Hon. Frank Church, 
U.S. Senate , 
Washington , D.O . 


Dear Frank : As a result of the hearings of your Subcommittee on May 19 on 
Global Reach at which the authors, Ronald Mliller and Richard Rariiet testi¬ 
fied, I have been asked to have included in the printed testimony a critique of 
their book, I attach a copy of “A Critical Commentary on 'Global Reach’ ” for 
your study and hope you will approve the request to include it. 

Given its length you may wish, however, to include only the “Conclusions” 
beginning on page 20. I find these succinct and to the point and an adequate 
summation of the commentary, if printing costs or other considerations might 
deter you from printing the whole document. If you should decide to take this 
approach a simple statement in the record that the complete critique is avail¬ 
able in the Committee’s files might be added. 

Mr. Ronald L. Danielian, Director of the Center for Multinational Studies, 
has been contacted by my staff and says he has no obection to having the article 
reprinted in its entirety or in the abbreviated form suggested above. 

With best wishes, 

Sincerely, 


Huoii Scott, 
United States Senator. 


[Subcommittee staff note: The complete critique is available in the 
subcommittee s files.] 


Conclusion : Assessing Global Reach 


At the outset it must be recalled and acknowledged that this book is some¬ 
what different from other studies of the multinationals. It is not an academic, 
economic, or political study of private corporations in the international system; 


flgoo my essay] “Power and the Potential for Change: The New Geopolitics of Global 
Corporations and Third World Nations.” Papers and Pr-*'— "* * ’ — 


Sociology, Toronto, August 1974 (to be published In 1075) 


Proceedings, World Congress of 
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It is an advocacy book. The authors present a premise: that “global corpora¬ 
tions” have with little fanfare, acquired great power, creating a global organiza¬ 
tion for administering the planet, in a manner contrary to the interests of in¬ 
dustrialized and developing countries alike. On the basis of the evidence 
presented in this book, chiefly a careful selection of partial excerpts from various 
speeches, this charge must be considered “unproven.” On the basis of the evidence 
neglected by the authors, a portion of which this Commentary has drawn upon, 
this charge is even less credible. Many other reviewers have also reached similar 
conclusions” Given their need to support their premise, however, it is not sur¬ 
prising that the authors lack an objective scholarly perspective and concentrate 
on giving only one side of the story. 

The book is written from two viewpoints of importance, and it would be 
improved if these value judgments were made explicit from the beginning, 
especially in the Veto Yorker articles, which had the biggest impact on public 
opinion. First, the authors’ conception of the proper role for management and 
stockholders of a corporation is an ideological one, at odds with the current 
and predominant view held in the United States. The concept that “Labor” must 
have control and a legitimate voice in the disposition of the capital with which 
they work, is not at present in the mainstream of American thinking, even in 
the labor movement. The suspicion of profits, the negation of the positive role 
which they play in the growth of economic systems, and the failure to acknowl¬ 
edge that the relative share of national income directed to return to owners 
of capital is declining, is all part of this view. The second value judgment is 
the authors’ nationalism. Surprisingly, considering Barnet and Muller’s ideo¬ 
logical leanings (and Barnet’s early works on the dangers of powerful national 
states). 7 * the book supports the “national approach” to multinational corpora- 
* tions, rejecting the sentiment of many that problems which arise through 
international investment should be handled by international agencies. 

For a book that purports to assess the impact of the “Global Shopping Center,” 
the work is seriously flawed by its neglect of Europe as both a host and home 
area for multinationals, and for its consequent failure to put investment totals 
in perspective. This leads unsophisticated renders to suppose that the MNO’s 
are mostly American firms investing primarily hi the developing world. In 
reality, 74 percent of the sales of majority-owned U.S. affiliates abroad in 1072 
were in industrial, i.e., developed areas. 7 * Taking manufacturing alone (extractive 
industries by their very nature must be situated at the resource, and Barnet 
and Muller’s study concentrates on manufactures), 86 percent of sales (1072), 
8r> percent of earnings (1978, provisional), and 83 percent of book value invest¬ 
ment (1073, provisional) abroad by U.S. firms were in developed nations, pre¬ 
dominantly Canada and Europe.* 0 There nfe, to be sure, some objections to U.S. 
investment in Eurone and Canada,* 1 but these are less dramatic for examination 
in the Barnet and Muller style. The fact remains, however, that multinationals 
do not have a large stake in the developing world, they do not earn a major share 
of their profits there, and top management does not spend a great deal of time 
on these countries. 

Further, it is distressing that only passing references are made to the multi¬ 
nationals of other nations. The only international study which shows, on a com¬ 
parable basis, the investments overseas of all the OECD countries was done in 
1906. This study, with several weaknesses in data, nevertheless estimated that 
89 percent of the total assets owned bv foreign investors were owned by non- 
U.S. firms, and that, in the developing nations 44 percent of the assets were of non- 
U.S. ownership. 81 This proportion has no doubt grown since that date, because of 
currency revaluations and a rapid expansion of Japanese investment. 


77 See. for example, for reviews taking iRsue with Barnet and Muller’s world manage¬ 
ment thesis: Senator Frank Church, “Profits of Doom.” Washington Post , January 19, 
1075* Anthony Sampson. "Global Reach.” New York Times Book Review January CO, 
1975; Eliot Janeway, “Glohaloney in a New Key.” Saturday Review, February 8, 1975; 
Robert TTeilbroner. "None of Your Business,” New York Review of Books, March 20, 1075: 
David Fromkln. “Who’s Managing the World?,” New Republic, April 19, 1975. 

TH See Roots of War and Intervention and Revolution, 
n Survey of Current Business, August 1974, Part II. Table 50, page 08. 
m Survey of Current Business , August 1974. Part II, Table 10A, pages 18-19, Table 12, 
page 23, and Table 5G, page 38. 

w As for example, Servan-Schrelber, The American Challenge, and the “Gray Report” 
on foreign investment In Canada. 

, 'iOEOn Development Assistance Committee, (68) 14, Annex C. April 23, 100v8, quoted 
In Rolfe.^TAe International Corporation, XXII Congress, International Chamber of Com¬ 
merce, May 31,1009. 



Fairness also requires the consideration of foreign investment in the United 
States. Although there is currently a “benchmark" study underway, the totul 
book value of foreign investment in the United States by the end of 1973 was 
$17.7 billion—productively employing American labor. The inclusion of the in¬ 
flow of foreign investment into the United States in the discussions of the income 
and job effects of investment overseas would have probably affected the conclu¬ 
sions, had the authors considered this aspect. 

The book suffers from a further drawback. In its discussion of the MNC and 
development, particularly the “cultural erosion,” the book does not distinguish 
between the effects of trade and investment. Many of the desires which the au¬ 
thors And offensive (be they for Coca-Cola, refrigerators, or blue jeans) are trans¬ 
mitted by trade and media, as well as investment. 

The book’s inconsistencies have been pointed out by many, and this Commen¬ 
tary has discussed only a few of them. However, the conflict between the authors’ 
desire to see investment both transfer technology and create Jobs in developing 
countries and somehow keep jobs, technology, and labor leverage in the United 
States is basic. It is an inconsistency in approach which flaws the entire 
analysis. 

The role of government is downplayed throughout. Any study of the dynamics 
of international Investment-government relationships should acknowledge that 
governments are increasingly assertive, violating the basic principle of reciprocal, 
national, and most-favored-nation treatment of foreign investors. 

Global Reach demonstrates^ broader trend in the thinking of the third world, 
and to some extent, the American radical community. The role of the multina¬ 
tional is seen as an emotional issue which can be used to advantage in what 
actually is a struggle for wealth—and especially political power, This can be 
seen most vividly in the rhetoric of the “Group of 77” developing countries as 
they promulgate a “new international economic order.” These countries are 
using the multinational in the United Nations, for example, as a symbol of the 
developed world’s “oppression.” They reject any international standards for 
government economic responsibility towards foreign investors In the Charter 
of Economic Rights and Duties of States, yet seek to enforce international stand¬ 
ards on MNC’s (in a U.N. “Code of Conduct” or in the “restrictive" business 
practices area for example) and duties on the developed countries (as the 
“duty” to contribute 1 percent of GNP as aid, the “duty” of states to boycott 
South Africa and Rhodesia or the “duty” of Industrial states to give developing 
nations trade preferences, even if the latter engage in what the U.S. Department 
of Justice calls “conspiracies in restraint of trade,” namely commodity cartels). 

The multinational is being used as a convenient strawinan to represent “power" 
in the American system in such a way that many non-MNO issues, such as the 
quality of growth, income concentration, political corruption, the food crisis 
unemployment, decline In the value of the dollar, to name just a few, are explicitly 
or implicitly tied to the MNC. These Issues cannot reasonably be casually related 
to the MNC, and that they are tacked on to the “global corporation” in Global 
Reach demonstrates its broader purpose. 

[Whereupon at 12:45 p.m. the subcommittee recessed subject to the 
call of the chair.] 





POLITICAL CONTRIBUTIONS TO FOREIGN 
GOVERNMENTS 

Northrop Corp. 


MONDAY, JUNE 9, 1975 

United States Senate, 

Subcommittee on Multinational Corporations 

op the Committee on Foreign Relations, 

Washington , D.O. 

The subcommittee met, pursuant to notice at 10:05 a.m., in room 
4221, Dirksen Senate Office Building, Senator Frank Church (chair¬ 
man of the subcommittee) presiding. 

Present: Senators Church, Symington, Clark, Case, and Percy. 

Senator Ciiurcii. The meeting will, please come to order. 

opening statement op senator church 

The message contained in the 530 pages of documents*pertaining to 
the Northrop Corp. released by the subcommittee on Friday can be 
summed up in a single phrase. Frank DeFrancis, one of Northrop's 
consultants said it: ‘‘I don’t know a damn thing about an airplane 
except the nose and the tail.” But DeFrancis knew the “right” people 
and that is really what the Northrop case is all about: How to get 
the “right people” in foreign governments to make the “right” deci¬ 
sions about which airplane to purchase. The propriety with which this 
was to be done seems not to matter. 

The documents lay out in excruciating detail a sordid tale of bribery, 
and of shadowy figures operating behind the scenes whose activities are 
vaguely alluded to but never explicitly stated; in short, a cast of chai'- 
acters out of a novel of international intrigue. 

However, here we are not dealing, with fiction but with real life; 
deliberate deception, for example, or our own officials in the Depart¬ 
ment of Defense as to the full scope of services performed by North- 
rop’s agent in Saudi Arabia, Mr. Khashoggi. The documents show 
payments made by Northrop to agents and business partners in a way 
that would permit the company to disclaim knowledge or responsibil¬ 
ity for the uses to which it was put. They relate the formation of 
foreign corporations funded by Northrop designed to insulate from 
public view individuals working “behind the scenes” for Northrop but 
who did not wish to be known to be associated with the company. We 
are shown military officers of the highest rank and members of parlia¬ 
ment of foreign governments on the Northrop payroll as “consultants” 
under arrangements which permitted them to keep their Northrop 
connection concealed. 


* See appendix, p. 808. 
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We are told that as a result of the activities of one such consultant. 
Northop has had an unusual visibility into the highest councils of 
NATO, the Common Market comrhumty, and the many officials and 
unofficial discussions between the highest officials in Europe as they 
affect the sale of Northrop aircraft. 

A way of life, a necessary evil, is the phrase used again and again by 
Northrop executives to describe this use of secret agents to promote 
the sales of arms to foreign governments. But that is precisely the 
issue. Is this pattern of behavior an acceptable way of life? 

As the Wall Street Journal put it: “At tne very least, the head office 
ought to know what is going on in its foreign brandies. The most im ¬ 
moral position of all is to perform, and we don’t want to know how.” 
Well, that is precisely the situation we have in this case: Northrop did 
not want to know. 

But more than corporate morality is at issue. There are fundamental 
questions of public policy. Is it conceivable that our own Defense and 
State Departments were unaware of these practices in promoting 
foreign military sales ? 

Under our foreign military sales program, the Pentagon contracts 
directly with the United States weapons manufacturer and is then 
reimbursed by the foreign government purchasing the equipment. De¬ 
fense Department officials must approve all of the manufacturer’s ox- 

E enses, including agent commission fees, which are then treated as 
eing tax deductible. Only recently has the Department seen fit to 
question any of those proposed fees", and then only to call them to the 
attention of the foreign governments involved. 

In my view, this is not enough. Major reforms must be made in our 
military sales program. It is a very questionable practice to base a 
commission on the size of the sale secured. This means the higher the 
contract the higher the agent’s fee and the greater the tendency to 
inflate the contract beyond legitimate defense needs. Some govern¬ 
ments, Iran and Israel, for example, have recognized this fact and 
have barred agents fees on all arms purchases. 

More fundamentally, our own Defense and State Department offi¬ 
cials must begin to recognize that weapons are not just another export 
commodity. Arms sales are supposedly related to the legitimate de¬ 
fense needs of friendly governments. So there is an element of trust 
involved, a trust which on the basis of the record before us, has been 
abundantly abused. 

The competition is out of control. We and the Europeans are in an 
unprincipled race to arm to the teeth the newly rich nations of the 
Persian Gulf. It is obvious that the United States alone cannot reform 
the methods ndw being employed. But if the NATO alliance is not to 
be ruptured by greed run amok, the United States should press for 
fundamental reforms in Western military sales practices. 

If we do not, we will end up corrupting ourselves and thosfc who deal 
with us. Instead of meeting legitimate defense requirements, we will 
find that we have sown the seeds of new wars. At present, we are on a 
treadmill with no end in sight. It is time for us and our allies to stop 
and consider what it is that we are doing and to what end. 



Opening Remarks by Senator Clifford P. Case 

The Subcommittee on Multinational Corporations this morning is opening a 
new phase of its distasteful task Of examining payments made outside the United 
States by American-owned corporations to individuals who could provide informa¬ 
tion or bring influence to bear in favor of these corporations. It is important to 
recognize that not every payment summarized in the documentation we are re¬ 
leasing was an illegitimate cue, under the existing laws of this country, or the 
laws of a foreign state. In fact, not every payment on which we have material was 
so morally murky that we would wish to prevent it under future legislation com¬ 
ing from this Subcommittee. 

What we are in fact examining this morning is an incomplete grab-bag of very 
different foreign operatives of the Northrop Corporation. It is all too clear that 
some of the foreign recipients of the money—and, indeed, some of the Americans— 
operate in a kind of business underworld. Some were politicians on the take, gen¬ 
erals for hire, ‘•agents” of sordid influence, ‘‘consultants” in corruption. Other 
relationships, one would hope, were perfectly respectable and businesslike. 

It is the difficult task of this Subcommittee, in preparing the legislation for 
which our country’s need is so painfully obvious, to distinguish between legitimate 
payments for legitimate services, and other payment for other kinds of services. 

Senator Church. Our first witness this morning is Mr. Richard W. 
Millar, chairman, executive committee of the Northrop Corporation, 
and his attorney, Mr. Willens. I would ask if you both would stand 
and take the oath. 

Do you both swear that all of the testimony that you will give in 
these proceedings will be the truth, the whole truth, and nothing but 
the truth, so help you God ? 

Mr. Willens. I do. 

Mr. Millar. I do. 

TESTIMONY OF RICHARD W. MILLAR, CHAIRMAN OF THE EXECU¬ 
TIVE COMMITTEE OF THE NORTHROP BOARD OF DIRECTORS, 

ACCOMPANIED BY HOWARD P. WILLENS, ATTORNEY 

Senator Church. Mr. Millar, I understand that you have a state¬ 
ment you would like to make at this time. 

Mr. Millar. Yes, Mr. Chairman, I would like to make a statement. 
As you said, my name is Richard W. Millar. I am chairman of the ex¬ 
ecutive committee of the board of directors of the Northrop Corpora¬ 
tion. I have served on Northrop's board for nearly 30 years. 

I appear before you here today on behalf of the executive commit¬ 
tee of the board in order to assist you to the extent that I can in your 
inquiries into the complexities of doing business internationally.' 

I am accompanied by Howard P. Willens of the law firm of Wilmer, 
Cutler & Pickering, which has been assisting the committee in con¬ 
ducting its investigation of some of the matters to be discussed here 
today. 

NORTHROP IS NOT A MULTINATIONAL CORPORATION 

It is appropriate to point out, I believe, that Northrop is not a mul¬ 
tinational corporation in the sense in which that term is generally 
used. We have no plants or manufacturing facilities abroad. The vast 
majority of our international business is derived from the export from 
the United States of goods designed and manufactured here, or of serv¬ 
ices provided by Americans and. others working under contract abroad. 


59-120—76-8 
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NORTHROP’S SUCCESS 

Northrop’s entry into the international marketplace is a relatively 
recent development over the last 15 years or so. Our success in this area 
is due in great part to Northrop’s policy of developing proprietary 
products that are particularly designed for the export market. We have 
matched this with scrupulous attention, in this country and among 
our overseas customers, to meeting all of our contracted commitments 
on performance, schedule, and cost. 

I am sure I do not need to point out, to you gentlemen especially, 
that such a record of business reliability is rare, if not unique, in the 
defense industry. That rarity is unfortunate. But it is true. Our con¬ 
sistency in meeting our commitments has brought credit to this coun¬ 
try, and has helped further the foreign policy interests of the United 
States. 

It is in this context that the executive committee of the board of di¬ 
rectors lias considered the various aspects of the company’s interna¬ 
tional business which I intend to report to you today. 

BACKGROUND OF POLITICAL CONTRIBUTIONS 

It may be useful to trace quickly the background which led us to our 
present position. 

In late March of 1974, the board of directors of Northrop was first 
informed that senior management had used corporate funds to make 
contributions to the 1972 Nixon campaign. The independent outside 
directors of the company, who traditionally constitute a majority of 
the board, assumed responsibility for an intensive investigation into a 
variety of problems growing out of those contributions. 

As part of the effort, the board retained two major auditing firms to 
investigate the facts. The principal objective was to determine the full 
extent of improper corporate political contributions in the United 
States. Since the source of the identified contributions was a foreign 
consultant employed by Northrop, a secondary objective was to find 
out whether any other consultants or agents had been conduits for 
illegal domestic political contributions or raised other questions which 
warranted the directors’ attention. 

SPECIAL AUDIT REPORT 

Northrup received the report of the special audit investigating team 
in November 1974. The auditors reported that over a 13-year period, 
starting in 1961, one of Northrop’s foreign consultants, a William 
Savy, secretly returned approximately $476,000 of corporate funds 
to company officials, most of which was used to make political con¬ 
tributions. 

The auditors found no evidence of the return of any other corporate 
funds for improper purposes by any other foreign agent or con¬ 
sultant. However, in the course of their investigation the auditors 
identified a number of questions involving certain of Nortihrop’s con- - 
sultants and agents, and referred these to us for possible further 
inquiry. 
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Since Northrop’s agreements with agents and consultants had not 
customarily come beiore the board for approval, the entire subject 
was a new one for the boardrThe bbard promptly resolved to act upon 
the auditors 5 suggestion and conduct a further investigation into the 
matters relating to consultants and agents about whom the auditors 
raised questions. This decision reflected the board’s judgment that the 
auditors had performed a valuable service for the company in identi¬ 
fying problems requiring further attention. 

THE EXECUTIVE COMMITTEE 

The responsibility for the investigation resides in the executive 
committee of Northrop’s board. It operates through five independent 
outside directors—three newly appointed after court approval. The 
final report of the completed investigation is due on July 20, 1975, 
and will be filed with all appropriate agencies of the U.S. Govern¬ 
ment and this subcommittee at that time. 

The director's authorized an interim report of their investigation 
to be published last weok-in anticipation of my testimony this morn¬ 
ing. The director's believed release of this intemrLTeport was espe¬ 
cially appropriate in light of the decision of the Senate subcommittee, 
over Northrop’^ objection, to publicize the details of the auditors’ 
initial work before the executive committee could file its final report 
on July 20, setting forth the results of its investigation. 

The facts developed by orrr investigation and covered in this report 
were initiated by all of the independent outside directors on their own. 
The interim report which we have released summarizes the results 
of our inquiry to date. I cannot emphasize too strongly that it is an 
interim report. Many matters are still under investigatron. 

However, this interim report deals with the most significant ele¬ 
ments of orrr investigation. While much work remains to be done 
before our completion date of July 20,1975, we believe that the major 
problems have now been identified. 

Let me touch on some of the major elements of our interim report. 

SPECULATION 

As the subcommittee knows, there has been widespread published 
speculation regarding the questions raised by the auditors concern¬ 
ing Northrop’s international business activities. Most of that specula¬ 
tion has been erroneous. I hope that our interim report has helped 
put to rest some of that speculation. We hope this subcommittee shares 
our view that facts—not surmise and speculation—are required to put 
these problems into a proper and reasoned perspective. 

Our interim report shows the following: Contrary to certain re¬ 
ports, Northrop has never maintained a $30 million slush fund. We 
have never had evidence that any foreign consultants, other than 
Mr. Savy, returned any money to the United States for political con- 
rtibutions or other unauthorized purposes. He returned approximately 

Similarly, there is no evidence of substantial inaccuracies or inade¬ 
quacies in Northrop’s financial records. We are investigating rela¬ 
tionships and transactions pursuant to which as much as $30 million 



may have been paid or committed. We have found that nearly all of 
these amounts were disbursed pursuant to agreements with consultants 
and commission agents that were duly entered in Northrop’s records. 

Finally, there is no substance to reports that we are studying a prob¬ 
lem of $30 million in unlawful or improper expenditures. The directors 
have identified serious issues concerning the corporate procedures 
whereby consultant/agent relationships are approved, ana some in¬ 
stances of questionable business judgment as to the scope of such re¬ 
lationships. With three, and possibly four, exceptions, however, we 
have uncovered no evidence that unlawful payments to officials of for¬ 
eign governments were made by Northrop directly or through inter¬ 
mediaries. 

Since I know that these payments are of particular interest to the 
subcommittee, I will summarize the relevant facts, which are set forth 
in more detail in the interim report. 

NORTHROP’S PAYMENTS TO TRIAD 

Two payments totalling $450,000 were made by Northrop to Triad 
Financial Establishment, Northrop’s agent in Saudi Arabia. Triad is 
a fairly large and well-known organization which is controlled by 
Adnan Khashoggi. Triad has represented numerous U.S. contractors 
in Saudi Arabia, including Lockheed, Chrysler, and Saytheon. as well 
as several foreign companies. Triad has performed substantial and 
legitimate services for Northrop since 1970 in connection with the sale 
of aircraft and related training and maintenance activities. 

Our investigation has disclosed that during 1971, Mr. Ivhashoggi 
made a request to Northrop officials for $250,000 in addition to the com¬ 
mission fees that were otherwise due him. According to Mr. Khashoggi, 
the money had been requested by a Saudi general. Northrop officials 
were both disturbed and skeptical about this demand. Thev made an 
effort to determine whether such payment was necessary. Northrop at 
the time had substantial contracts with Saudi Arabia, and was seeking 
additional business in the country. Northrop personnel knew that the 
general involved had created difficulties for Northrop’s sales effort in 
the nast, and thev believed that he might do so in the future. 

Finally, in March 1972, the Northrop officials transferred $250,000 
to the agent. Although Mr. Khashoggi has indicated that the proceeds 
were delivered to the general, no Northrop official or employee has any 
direct knowledge that this actually was done. 

. A similar problem arose in 1972. Mr. Khashoggi again approached 
Northrop personnel. He claimed that a payment of $150,000 would be 
required for a second Saudi general. Northrop personnel initially re¬ 
sisted this new demand. It was reported, however, that the general 
had reacted to Northrop’s sales effort in a hostile fashion, and Mr. 
Khashoggi advised that because of Northrop’s resistance the general 
increased his demand to $200,000. 

Finally, in August of 1973, Northrop transferred $200,000 to the 
agent. As in the first case, no Northrop official or employee has any 
direct knowledge whether this $200,000 actually was given to any offi¬ 
cial of the Saudi Government. 
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NORTHROP’S ASSURANCES FROM MR. KHASIIOGGI 

Northrop has recently sought and received written assurances from 
Mr. Khashoggi that no payments will be made by Triad on Northrop’s 
behalf, with or without Northrop’s knowledge, in violation of applic¬ 
able law. In addition, the directors have taken steps to assure that the 
payment of $450,000 is properly treated as nonallowable for purposes of 
Fedora] income tax and Government contract accounting. 

We have communicated these facts to the Saudi Government, and to 
our Defense and State Departments. We deeply regret this unfortunate 
episode. We extend our public apologies to the Government of Saudi 
Arabia for any embarrassment caused by this matter. Northrop is 
proud of its successful performance in Saudi Arabia and values the 
business opportunities and relationships which it has enjoyed in that 
country. We hope that these public disclosures will not disrupt pro¬ 
grams there which are of great importance to the Governments of Saudi 
Arabia and the United States, and to Northrop. 

The directors do not condone the actions of Northrop personnel in 
making these payments to the agent for the purpose represented, wheth¬ 
er or not the money was ultimately received by Saudi officials. 

Although the demands as reported by the agent placed our people 
in a very difficult situation, we believe that they should have been 
rejected whatever the consequences. We are taking all necessary steps 
to assure that no payment for such purposes will occur in the future. 

TWO OTHER UNLAWFUL PAYMENTS 

Only two other unlawful payments—or possible unlawful pay¬ 
ments—have been discovered during our investigation. Our inquiry, 
although not yet complete, tends to confirm that an Iranian tax of¬ 
ficial received a cash payment of $4,400 of Northrop funds in settle¬ 
ment of an outstanding tax dispute in 1972. 

In addition, our investigation is continuing into an allegation that 
a payment of $15,000 was made to an Indonesian agent during 1972, 
in order for the agent to make a gift to an Indonesian politician. This, 
too. has not yet been confirmed. 

In many other cases, payment identified in the auditors report as 
of special interest were found by us to have been unusual, but not 
evidencing wrongdoing. In many of these instances, the auditor's’ 
principal concerns were fairly isolated unusual contracting or disburs¬ 
ing procedures, or instances in which company documentation was 
inadequate to explain the original purpose of an arrangement or to 
demonstrate the continued value of an agent or consultant. 

NORTlIROP’s CONTRACT WITH THE ECONOMIC AND 
DEVELOPMENT CORPORATION 

-For example, the executive committee has directed considerable 
attention to Northrop’s contract with the Economic and Development 
Corporation, EDO, a commission agent for certain aircraft sales. The 
basic concern of the auditors regarding EDO was the history of the 



agreement, and the absence of documents, explaining the value that the 
contract placed on EDO’s activities. ' ’ ” ' " ' 

During the course of our investigation^ the executive committee 
conducted a lengthy interview of EDO’s principals. They described to 
the committee, the types of marketing activities conducted on North- 
rop’s behalf in a number of countries. 

In addition, the executive committee received formal written assur¬ 
ances that EDO has not returned any money to Northrop, paid out 
any money at Northrop’s direction for political contributions or other¬ 
wise, or made any payments to government officials on Northrop’s 
behalf. Our investigation has uncovered no reason to doubt these 
assurances or to suggest that EDO has not conducted its activities on 
Northrop’s behalf in accordance with applicable law. 

Contrary to speculation in the press during the past week, the in¬ 
vestigation has disclosed no evidence that any government officials 
participated as shareholders or otherwise in the activities of EDO. 

Wo recognize that the refusal of EDO’s principals and some of 
Northrop's other independent representatives abroad to identify all 
their business associates or to provide details as to their efforts can give 
rise to an unfavorable inference. 

As directors of Northrop, we are concerned with this lack of infor¬ 
mation. In assessing the situation from the standpoint of Northrop 
shareholders, however, we cannot lightly dismiss the legitimate right 
of these independent businessmen to preserve the confidentiality of 
their contacts and sources of information. Nevertheless, we have di¬ 
rected management to conduct negotiations with EDC with the ob¬ 
jective of improving communications between Northrop and EDC. 

TIIE CONSTRUCTION VENTURE 

Our interim report also summarized the results of an investigation 
regarding a consortium venture involving Siemens. General Tele¬ 
phone, Nippon Electric, and a Northrop subsidiary. The consortium 
has spent the past 5 years constructing a massive telecommunications 
svstem for the Government of Iran valued in excess of $200 million. 
Three questions relating to this project wore identified by the audi¬ 
tors for additional inquiry. Although the examination' is not yet 
complete^ the executive committee has not found any evidence of 
wrongdoing under U.S. or Iranian law. 

Two of the questions the auditors identified involved consortium 
agents. Our investigation, although not complete indicates that both 
agents were, in fact, responsible business entities. They operated 
openly in Iran on behalf of their clients and performed substantial 
services of great value to the consortium. The third question concerned 
payments made to an account designated by one of the consortium 
members, Siemens. 

Siemens has been engaged in business in Iran for approximately 100 
years. At Siemens’ suggestion, the consortium members placed approx¬ 
imately $2 million, a percentage of the sales contract, in a Swiss bank 
account in order to defer the expenses incurred by Siemens to obtain 
needed information, advice, and assistance for the consortium. 

Siemens’ representatives have provided written assurances that no 
portion of this sum was returned to Northrop or anyone else in the 
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United States. But, on tlie grounds that this information is proprie¬ 
tary, they have refused to disclose to us the identity of any or the 
consultants or agents employed by them on behalf or the consortium 
or any other use of the money. Our investigation has uncovered no 
evidence that any of this money was used by Siemens for any improper 
purpose. 

In the course of our investigation, the executive committee has 
acquired an appreciation of the complexities inherent in the effort to 
sell high technology products at a competitive price to foreign govern¬ 
ments in a maimer consistent with applicable law ana business 
practice. 

THE FINAL REPORT 

In its final report, the executive committee will consider what in¬ 
ternal actions and reforms are required by the factual findings of our 
investigation. I can assure you that the executive committee will be 
reexamining Northrop’s past practices, in light of the relevant facts, 
changing policies in the foreign markets involved, and any new re¬ 
quirements established by the responsible executive branch agencies 
or by Congress. 

Of the many difficult questions which have confronted us, the ones 
most relevant to this subcommittee’s inquiry involve the use of con¬ 
sultants and commission agents to assist in sales to foreign 
governments. 

First: We have learned that an effective foreign sales program in 
certain countries requires the expertise and assistance of local repre¬ 
sentatives. It would be both ineffective and economically wasteful for 
us to establish staff offices in each potential customer country. 

However, it remains important for someone in those countries, act¬ 
ing on our behalf, to promote the company’s products among potential 
customers and to understand the social, economic, political, and tra¬ 
ditional patterns of the country. For those purposes, the desirability— 
and perhaps the necessity—of engaging local agents and consultants 
in some foreign environments has long been recognized by business¬ 
men, as well as by the U.S. Departments of Commerce, State, and 
Defense, 

Second: Agents and consultants render a wide range of important 
and legitimate services. This was noted by the subcommittee last week 
when it released Northrop’s documents. Crucial to an agent or con¬ 
sultant’s success is his ability to interpret a government’s requirements 
and circumstances to foreign businessmen. 

Many agents and consultants maintain a substantial professional and 
technical staff. They assist in identifying promising areas for sales, 
preparing proposals, making technical presentations, reporting on the 
decisionmaking process within the bureaucracy, participating in 
negotiations and meetings and assisting in implementing successful 
programs. 

Third: Arrangements for compensating agents reflect very dra- • 
matically the forces of competition and the risks inherent in the 
business. There is vigorous competition among business concerns— 
United States and foreign—for the services of the most effective agents 
in a particular area. It often appears that in those countries in which 
the need for an agent is greatest, the number of reportedly effective 
agents is few. 



This is reflected in the dramatic compensation those few are able 
to demand. Agents customarily earn a percentage commission based 
upon the final contract price. Northrop's fees for commission agfents 
typically are in the 4- to 8-percent range. Fees for military sales under 
the FMS programs, where the Department of Defense acts as an 
intermediary, generally are in the 4- to 5-percent level, and must be 
disclosed and approved as reasonable under existing regulations. Many 
European companies in direct competition with us frequently pay 
commission fees of 15 to 20 percent. Our percentages are not high, but 
the actual commissions may be substantial, since the sales may easily 
reach hundreds of millions of dollars. On the other hand, if no sale 
is consummated, no commission is paid, notwithstanding years of 
effort. 

Fourth: The payment of such commissions involves some obvious 
risks to the company which employs them. Most agents are independent 
and substantial businessmen. Most are careful to avoid even the ap¬ 
pearance of impropriety. But it is unreasonable to expect them to open 
their books to us. 

This is precisely why companies seeking business in certain coun¬ 
tries ask for guidance and recommendations from our embassies and 
from the Department of Commerce before choosing an agent or repre¬ 
sentative. In practice, an American corporation does not have the 
ability to monitor all the actions of the agents with whom it must deal, 
and cannot be held responsible for activities or practices which the 
corporation does not know about, and does not tacitly or explicitly 
approve. 

Fifth : The use of commission agents on sales to governments is the 
subject of different, and constantly changing, governmental rules in 
this country and abroad. In countries such as Iran, for example, where 
the Government has taken the necessary steps to eliminate the services 
of agents from the buyer-seller relationship in many government pro¬ 
grams. Northrop has acted promptly to terminate such agency agree¬ 
ments. In circumstances where sales agents are not a necessary adjunct 
to flic company’s own marketing orgapization, they are not used. 

THE TT.S. POSITION CONCERNING COMMISSION AGENTS 

These hearings provide an excellent opportunity for this subcom¬ 
mittee to elicit the best possible thinking regarding an appropriate 
T T .S. position with respect to the use by American corporations of 
commission agents abroad. We are aware that numerous executive 
branch agencies have views on this matter, including the Department 
of Defense, the Department of State, the Department of Commerce, 
and the Securities and Exchange Commission. 

It might be most advantageous for everyone concerned if this sub¬ 
committee would stimulate a thoughtful reexamination of the problem 
by these agencies looking toward a unified executive branch position, 
new regulations, and perhaps new legislation. 

If this were accomplished, Northrop and other companies with sub¬ 
stantial interests in making sales to foreign governments would have 
clear policy guidelines as a basis for their future conduct abroad. 



CONCLUSION 


In conclusion, I wish to add a few remarks about the effect that the 
events of the past year have had on Northrop. 

Clearly, they would have been a traumatic experience for any busi¬ 
ness firm. They have been especially so for Northrop. For more than 15 
years, this company has earned a well-deserved reputation here and 
around the world as one of this country’s most reliable aerospace con¬ 
tractors. Its successful growth during this period has been built on a 
long record of meeting our contractual commitments—doing what we 
say we will do, delivering high quality products, and giving the prom¬ 
ised performance on the promised schedule and at the promised price. 
This record is one of which our management team, employees* and 
shareholders are justly proud. 

These unfortunate events which I have described here today have 
scarred that reputation and damaged that pride. I hope and believe 
that we can benefit, nonetheless, from this painful experience and take 
whatever steps are necessary in our corporation and m our country to 
assure that the mistakes made in the past will not be repeated. 

On behalf of my fellow directors and the management of Northrop, 
I pledge you our determination to move forward in a fashion that will 
benefit the Nation, our customers, our shareholders, and our employees. 

Thank you. 

Senator Church. Thank you, Mr. Millar, for your statement. 

THE PURPOSE OF THE HEARINGS 

I know that these disclosures have been painful and that it is not 
easy for you to come to this committee and make the kind of statement 
that you have made this morning. But you quickly pointed out. if I 
may use your words, “It might be most advantageous for everyone 
concerned if this subcommittee could stimulate a thoughtful reexami¬ 
nation of the problem with these agencies looking toward a unified 
executive branch position on new regulations ana perhaps new leg¬ 
islation.” 

That is the purpose of these hearings and we hope that they will 
serve to furnish guidelines in the future that will be beneficial to com¬ 
panies like Northrop, and we hope, too, that we might form a basis for 
reordering the present competition. They may have some influence orv 
European competition as well. 

Now, before we go to the questioning, Senator Case has asked that I 
recognize him for the purpose of making a statement. He has some 
problems that may prevent him from remaining for the whole 
morning. 

For that reason I turn to Senator Case. 

SENATOR CASE’S STATEMENT 

Senator Case. Thank you, Mr. Chairman. I share with the chairman 
and the rest of the committee the hopes he has expressed about the 
purpose and possible accomplishments of the work of this subcom¬ 
mittee in this-matter. Obviously, this is a distasteful business, and 



yet it is a good idea to get it out in the open. If I were inclined in any 
way to be malicious in temperanient, I might suggest that perhaps 
this examination of business immorality is turning out to show simi¬ 
larities to the behavior which many businessmen in a knee-jerking 
reaction attribute to all politicians. It is not a bad idea to have this 
equalization, even though neither such conduct on the part of neither 

? oliticians nor business community can be approved or glossed over. 

hope that we will be able to be helpful in bringing out the facts on 
the areas in which companies like yours, sir, have to work and have 
worked for many years. 

I share the chairman’s stated hope that our work may stimulate 
considerable activity on the part or other countries where many of 
vour competitors are based. There are laws, as I understand it, in 
France and Germany on these matters. Whether these laws have also 
been enforced or whether under pressures similar to those which you 
have advanced your competition also cannot abide by them is still an 
open question. 

In any event, it cannot help but be useful, I think, to open the sub¬ 
ject and tp make clear what has been done. My guess is that it is going 
to be useful as far as saving money to American stockholders as well 
as preventing things that are inherently immoral. 

I thank the chairman for letting me make this brief statement. I 
will be back as soon as I finish with the Transportation Subcommittee 
which has claimed my time at the present time, and I am sure that 
you will not be finished before I do. 

Thank you. 

Senator Church. Senator Percy. 

Senator Percy. Thank your Mr. Chairman. I regretfully have the 
same problems that Senator Case has. We have oversight hearings on 
our drug abuse problems under Senator Jackson. I am ranking on 
that subcommittee so I will have to divide my time. 

VIEWS OF SENATOR PERCY 

I would like to indicate in the opening phase of this hearing that 
last Wednesday, I addressed the Council of Americas, which I think is 
several hundred multinational corporations, over at the State Depart¬ 
ment. I felt it best to just say to many former heads of multi¬ 
national corporations that after the disclosures that we have had that 
I think it is probably best for us to work toward complete public dis¬ 
closure of all contributions made by U.S. multinational corporations, 
and I urge similar disclosure of all dummy corporations created by 
multinationals for special financial or tax purposes. 

I believe that today’s hearing will justify that initiative, unhappily. 
Today’s revelation of Northrop Corp.’s sales structure will reveal 
special Swiss and Bermuda corporations with unknown stockholders, 
uncontrolled sale agents about whom the company apparently did not 
wish to be informed, at least some officials oi the corporation did not 
wish to be fully informed, and payoffs to influential foreign govern¬ 
ment officials and private citizens. 

It can be argued that Northrop is a special case, but all evidence leads 
to the belief that they were involved in what would be called accepted 
practice in the trade. The documents in the subcommittee’s posses- 
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sion reveal that Northrop copied its sales promotion strategy from 
others, that after all it has only been involved in this overseas sales 
activity, as distinguished witnesses indicated, for a period of about 
15 years. It patterned its experience after others who had been in it 
longer, and that many of the Northrop agents handled the accounts of 
other multinational firms. In one case that will be discussed today, 
Northrop is involved in a consortium with a non-American multi¬ 
national corporation which also,willingly participated in what only 
can be called corrupt practice. 

Northrop is a case study, but I am afraid not an isolated case, and 
should not be looked upon "as such. 

The president of Gulf Oil, who appeared before the subcommittee 
last month, appealed for legislation banning political contributions 
by American multinationals overseas. Mr. Chairman, I reported this 
to the head of some 200 multinational corporations and said that we 
as members of this committee and you as chairman would welcome 
their response to this proposed legislation. Would this not make it 
unmistakably clear that they could not be shaken down, they could 
not have the pressure put on them. It would be a corrupt and criminal 
offense in this country, even if abroad they say, well we have such laws, 
but we do not observe them or we have them on the books, but we do 
not enforce them. This would protect our corporations. 

Perhaps the officials of Northrop will want to advance similar legis¬ 
lation taking into account their activities that they and their board 
have now revealed, voluntarily revealed to the public. 

But nobody can legislate morality, and even if we could, we could 
not enforce it in other sovereign nations. In many cases such as Gulf 
Oil and in some cases to be developed here today, payoffs were not 
offered by the corporations but were extorted by others with whom 
they had to do business. I am convinced that creative minds in the 
name of greed can concoct schemes faster than we can get legislation 
against them, and I am also convinced having done business abroad 
in some 80 coimtriesover a period of a quarter of a century, that the 
American business community did not invent this method of doing 
business, that this was invented long before we started doing major 
overseas business, that this is looked upon as a way of life in many 
countries, and that they grossly underpay their civil servants expect¬ 
ing them and anticipating that they will have compensation made up 
to them. 

These are the facts of life, but we have to somehow deal with it. 
We realize right now, because of the morality and freedom of our 
own society, and the ability of a congressional oversight committee 
to bring these matters to light, I think we have to recognize that, 
first, we have a strong enough society and economy to sustain this, 
but also hopefully, just as in the whole field of environment, we are 
leading the way and hoping the rest of the world will follow. 

I would hope also that as we rely on public exposure, a free press 
and public indignation to control these excesses, rather than just ~ 
a maze of regulations and governmental control. I would hope also that 
in advocating legislation on full disclosure by American corporations, 
that other countries would follow our lead on this issue because we 
well recognize it is going to be exceedingly difficult for American 
enterprise to do business abroad if they are the only ones observing 



what should be considered to be the proper code of standard and 
ethics. If no one else is following that, it puts us in an extraordinarily 
difficult position. 

I commend the chairman and members of the committee for these 
hearings, which are painful to all of us, but absolutely essential and 
necessary in our j udgment. 

Senator Church. Thank you very much. 

PRINCIPLES OF THE UNITED STATES 

I might say to you that late last week a departing foreign ambassa¬ 
dor, whom I have known personally, came to see me and made a re¬ 
mark that one of the unique features of the United States is that it is a 
society that keeps striving to live up to its own principles. He says this 
is the great strength of the United States, and it is something that can¬ 
not be said about most nations. I agree with him, an;l I think that in 
these hearings we are striving to find ways that will enable our own 
businesses to live up to our principles and to their principles. I hope 
.we can succeed. 

Is there any other preliminary statement that any other member 
of the committee would like to maae ? 

Senator Symington. 

Senator Symington. Thank-you. I would rather listen to some ques¬ 
tions. I have to handle a bill on the floor on multiconstruction at 11:30, 
and I would like tp listen to some questions. If the Chair would be good 
enough to give me a few minutes before 11:30, I would appreciate it. 

Senator Church. I certainly will accede to that. 

Senator Clark. 

Senator Clark. No questions. 

Senator Church. We will proceed then with the questions. 

IMPROPER PAYMENTS 

I would like to begin by calling your attention to page 6 of your 
statement where you say at the oeginning of the second paragraph, 
“there is no substance to reports that we are studying a problem of $30 
million in unlawful or improper expenditures.” 

Down at the bottom of the paragraph where you say: 

With three and possibly four exceptions, we have uncovered no evidence that 
unlawful payments to officials of foreign governments were made by Northrop 
directly or through intermediaries. 

First of all, I want to go to those exceptions which Northrop Corp. 
itself acknowledges to have been improper. 

NORTHROP’S PAYMENTS TO MR. KHASIIOGGI _ 

Two of the four exceptions you list relate to $450,000 which was paid 
by Northrop to its agent in Saudi Arabia* the Triad Financial Estab¬ 
lishment. which is controlled by Mr. Ivhashoggi. 

Now, if I understand your testimony correctly, Mr. Khashoggi repre¬ 
sented that these payments were necessary in order to neutralize certain 
opposition to Northrop that had developed on the part of two highly 
placed Saudi generals. 

Is that correct ? 
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Mr. Millar. That is my understanding. 

Senator Church, And the first payment made to Mr. Khashoggi was 
in the amount of $250,000. 

I am looking at page 7 of your testimony where you say, beginning 
with the second paragraph: 

Our investigation has disclosed that during 1971 Mr. Khashoggi made a re¬ 
quest to Northrop officials for $260,000. In addition to the commission fees that 
were otherwise due him, according to Mr. Khashoggi, the money had been re¬ 
quested by a Saudi general. Northrop officials were both disturbed and skeptical 
about this demand. They made an effort to determine whether such a payment 
was necessary. 

Now, calling your attention to that last sentence, they made an effort 
to determine whether such a payment was necessary. May I correctly 
construct that sentence when I add the following words: Necessary in 
order for Northrop to make its sales? Necessary in the sense that unless 
the money was paid, Northrop might fail to make the sales it hoped. 

Was that the reason the money was paid ? 

Mr. Millar. Well, I cannot tell you precisely what was in the minds 
of people that made the decision but I think you must assume that they 
felt that the ongoing program and prospective sales were imperiled if 
the payment was not made. 

BLACKMAIL 

Senator Church. So this really was a form of blackmail, was it not? 

Mr. Millar. Well, I would not argue with the- 

Senator Church. You would not argue with that, would you ? 

Mr. Millar. No, sir. 

Senator Church. And the same can be said of the second payment 
in 1972 of $150,000 which became $200,000? 

Mr. Millar. Yes. — 

Senator Church. Could it not ? 

Mr. Millar. Yes. 


MR. KHASHOGOl’s ASSURANCES 

Senator Church. Now, turning your attention to page 8 of your 
statement, again the second paragraph, where you testified Northrop 
has recently sought and received written assurances from Mr. Khash¬ 
oggi Jhat no payments will be made by Triad on Northrop’s behalf 
with or without Northrop’s knowledge in violation of applicable law. 

Do von mean by that statement that Northrop has now informed 
Mr. Khashoggi that it would not do this.kind of thing again? 

Mr. Millar. That is the effect and it is written in the contract. 

Senator Church. Now. you have testified that Northrop does not 
have certain knowledge that the money supplied to Mr. Khashoggi 
was in fact passed to tne two Saudi generals. 

Mr. Millar. That is correct. 

Senator Church. However, you still retain Mr. Khashoggi as an 
agent in Saudi Arabia, do you not? 

Mr. Millar. Yes, up to this point. 

Senator Church. So that you actually have no grounds for sus¬ 
pecting Mr. Khashoggi pocketed the money, do you ? 

You do not really believe that he pocketed the money, do yon? 
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PAYMENTS TO SAUDI GENERALS 

Mr. Millar. I would not want to prejudge it but we do not have any 
evidence that he paid the money. Conversely, we do not know that these 
generals did not get the money. 

Senator Church. Have you not asked him ? 

Mr. Millar. Yes. Yes, indeed. 

Senator Church. Has he told you that he passed the money to the 
Saudi generals ? 

Mr. Millar. He did. 

Senator Church. Do you have any reason to believe that he did 
not pass the money to the Saudi generals ? 

Mr. Millar. We just have no evidence that the money was passed. 
Senator Church. You have his testimony. That is evidence is it 
not? 

Mr. Millar. Well, to that extent, yes. 

Senator Church. And you have no contrary evidence ? 

Mr. Millar. No. 

Senator Churcii. And you still retain him as an agent? 

Mr. Millar. Yes. As I said, of course, obviously the situation is 
open for review and we want to, after careful consultation, among 
other things, do what the Saudi Government wants to do under these 
circumstances. 

PAYMENT TO IRANIAN TAX OFFICIAL 

Senator Church. Now, turning to page 0 of your testimony, again 
to the second paragraph. You state, 

Ouv inquiry, although not yet complete, tends to confirm that an Iranian tax 
official received a cash payment of $4,400 of Northrop funds in settlement of an - 
outstanding tax dispute in 1972. 

Can you give the committee more particulars with respect to that 
statement? What kind of a tax dispute and what was the reason that 
Northrop decided to pay this particular Iranian tax official $4,400? 

Mr. Millar. I think you will find the answer, Senator on page 32 
of the interim report. 

Senator Church. May I just turn to that page, please. 

You are referring to item 10 on page 32, Mr. Millar ? 

Mr. Willens. Yes; the matter is briefly discussed at page 32 of the 
committee’s interim report and I can elaborate essentially by saying 
that the tax matter in question was one of many minor matters that 
had been-raised in the periodic examination of Page Communications 
returns by the local government tax authorities. It was brought to the 
attention of the responsible Page officials by their auditors that there 
was a need to make a minor cash payment to the tax assessor involved 
in order to settle the matter. After a consultation with knowledgeable 
people in the country it was decided that the company should make 
the payment involved. It was a decision made by company officials in 
light of all of the circumstances and it was not one that the directors 
are here to condone or approve. 

Senator Church. It was a bribe, was it not ? 

Mr. Willens. Senator, I do not know if you could call that a bribe 
or not. 
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Senator Church. What could you call it? It was a payment to the 
Iranian Government, was it not ? 

Mr. Willens. There was a company payment to the Iranian Gov¬ 
ernment. 

Senator Church. $4 ; 400 was not paid to the Iranian Government, it 
was paid to the tax official. 

Mr. Willens. It is my, our understanding it was paid to the indi¬ 
vidual tax official presumably to secure his acceptance of the com¬ 
promise tendered by the company. 

Senator Church. Is that not a bribe ? 

Mr. Willens. I think that is a bribe.- 

PAYMENTS TO INDONESIAN POLITICIAN 

Senator Church. Now going to the next paragraph, which begins: 
“In addition our investigation is continuing.” I am back on page 9, 
Mr. Millar, the third paragraph of page 9. 

In addition, our investigation is continuing into an allegation that a payment 
of $15,000 was made to an Indonesian agent during 1972 in order for the agent 
to make a gift to an Indonesian politician. This, too, has not yet been confirmed. 

Can you give the committee further details about that particular 
payment? 

Mr. Millar. We still do not know precisely what happened. We 
have so far conflicting evidence. Suffice to say, there was no contract, 
no business done with Indonesia. We have gotten some conflicting 
evidence, testimony, replies, on how much and under what circum¬ 
stances. This is stili being pursued. 

Mr. Willens. Our most recent information is that the source of this 
report that an improper payment may have been made now rejects 
that prior statement and so we have to pursue the investigation to see 
whether or not we can elicit facts as opposed to speculation as to 
whether or not a payment was made, and if so whether it was illegal 
under local law. 

THE ERNST AND ERNST REPORT 

Senator Church. Is there any reference in the Ernst and Ernst 
report of this particular payment. 

Mr. Willens. Yes; there is. It is one of the items discussed in the 
report of the auditors which served as basically the charter for the 
executi ve committee in conducting its own investigation. 

Senator Church. But there are no further facts in the Ernst and 
Ernst report on this matter beyond what you have testified to? . 

Mr. Willens. The auditors report that there was a speculation by 
an official that a payment might have been made to this agent for re¬ 
ceipt by a politician. We have now pursued that matter in a prelim¬ 
inary way and it casts some doubt on whether in fact this was done. 
We will continue to investigate and deal with it in the final report. 

Senator Church. Rather than press you for details, which you 
apparently cannot supply today, I will request that when you com¬ 
plete yout* investigation of this particular matter that you provide 
the committee with a full disclosure of your findings. 

Will youjlo that? 

Mr. Millar. Yes. 



THE ECONOMIC AND DEVELOPMENT CORP. 

Senator Church. Now turning to page 10 of your statement, Mr. 
Millar, and again the second paragraph. I am puzzled about the Eco¬ 
nomic Development Corp., which Northrop set up, because it is not 
clear from your testimony just what this corporation was for. 

You say on page 10 of your statement: 

During the course of our investigation the EJcphomic Committee conducted a 
lengthy interview of EDC’s principals. They described to the Committee the types 
of marketing activities conducted on Northrop’s behalf in a number of countries. 
In addition, the Executive Committee received formal written assurances that 
EDO has not returned any money to Northrop, paid out any money at Northrop’s 
direction for political contributions or made any payments to government officials 
on Northrop’s behalf. Our investigation has uncovered no reason to doubt these 
assurances or to suggest that EDC has not conducted its activities on Northrop’s 
behalf in accordance with applicable law. 

Well, now, assuming that this particular corporation engaged in no 
unlawful activity, what was the purpose for setting up such a corpora¬ 
tion in the first place? 

Mr. Millar. Well, in the first place, Senator, I am not sure I under¬ 
stand or wholly agree with your statement that Northrop set this cor¬ 
poration up. The corporation was set up by the individuals with whom 
Northrop did business. That is my understanding. 

Mr. Levinson. Was it not set up at Northrop’s insistence through 
Mr. DeFrancis, through Mr. Jones? Was it not precisely modeled on 
the Lockheed precedents so that Northrop could market as effectively 
as Lockheed, adopting the Lockheed precedent? Was it not discussed 
between Mr. Jones and Mr. DeFrancis! 

Mr. Millar. Mr. Jones would have to answer that question, but the 
exact genesis of it, to what extent Mr. DeFrancis was structural in set¬ 
ting that up, I just cannot tell you. But whether it was set up at that 
moment or that time or whether it was in existence, it is not an unusual 
type, apparently not an unusual type of organization to carry forward 
foreign business for American companies. 

Senator Church. W as this corporation functioning as a cover ? That 
would be the term used in the intelligence community? Northrop, I 
understand, had committed IV 2 percent of the company’s receipts on 
all direct foreign sales of the F-5 worldwide to this corporation. The 
corporation was obviously undertaking to secure sales of the F-5 for 
Northrop. 

Is that not true? 

Mr. Millar. Yes. 

Senator Church. Eight. Therefore, it was in a sense the instru¬ 
ment of Northrop, was it not? 

Mr. Millar. No, I would not go that far; not according to my 
knowledge. 

Senator Church. Would you call it an agent of Northrop? 

Mr. Millar. Yes, any such company operating to sell the com¬ 
pany’s products is an agent. 

Senator Church. Did it represent itself to be an agent of Northrop ? 

Mr. Millar. As far as I know they did. They were obviously work¬ 
ing in behalf of Northrop for the sale of Northrop aircraft. 

Senator Church. So that it is your testimony that those dealing with 
Ibis corporation knew it to be an agent of Northrop? 
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Mr. Willens. Senator, if I could interject. 

Senator Church. I would like to know- 

Mr. Wuxens. Let me try to answer the question for you. 

Senator Church [continuing].. How this corporation represented it¬ 
self in its dealings to promote the sale of Northrop products? 

Mr. Willems. The principals with whom the executive committee 
met set forth the way m which they functioned on behalf of Northrop 
and it involved personal meetings with government officials in Iran 
and other countries, where there were prospects for Northrop to sell its 
products. EDC principals did not have the technical knowledge about 
the Northrop products. The principal assignment through EDC was 
to bring Northrop’s name and reputation to the attention of highly 
placed officials, to communicate the principles on which Northrop was- 
developing a family of aircraft, high performance, low cost, easy to 
maintain aircraft, which these countries should consider in deciding 
among various other competitive products which to purchase. The 
document, which the subcommittee has issued, reflects it was designed 
to be supplemental to the formal sales and market programs or the 
corporation. It was designed to bring the name and the product and 
the philosophy to the attention of people who subsequently might be 
in position to contribute to the decisionmaking process. 

THE PURPOSE OF EDO 

Mr. Levinson. Is it not clear that the purpose of EDC was to pro¬ 
vide a vehicle for promoting Northrop sales by people who did not 
want it known that they were acting on Northrop’s behalf ? 

Let me read from page 23, one of the documents we released. 

One of the underlying factors and conditions that was a prerequisite in the 
organization of the Economic and Development Corporation was that it re¬ 
mained a separate and independent organization. This principle provides a wide 
degree of flexibility in procuring the best people for the particular assignment 
at hand, and in many instances, enables the securing of persons who otherwise 
could not be directly involved for variant reasons with Northrop as such. 

Now does that not say this in a nutshell ? 

Mr. Wiluens. I think that was one of the most important motiva¬ 
tions in setting up this particular sales technique, Mr. Levinson, be¬ 
cause it had been proven to be a useful vehicle for employing the local 
expertise and experience of a kind that Northrop felt would be 
advantageous. 

I think we should point out, however, that when principals on be¬ 
half of EDC went forward to communicate about Northrop they might 
well have disclosed to the people with whom they were talking tnat 
they were indeed involved in an effort on behalf of Northrop. _ 

We do not know, for example, that these principals refused to dis¬ 
close in personal conversations that they were in fact engaged by 
Northrop through EDC for this purpose. 

I will concede your basic point that the instrumentality was one in 
which you could involve independent businessmen and others who felt 
that in accord with their own customs and preferences it was best 
not to have any public affiliation with the company. 

Senator Church. Well, then, I think that that being so, it would not 
be improper to refer to EDC as a kind of cover. 
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Mr. Willens. Senator, yes, that may be completely fair unless you 
mean to suggest that it was a cover for improper payments. 

Senator Church. I am not suggesting that. 

Mr. Willbns. We have no evidence of that. I recognize the unfor¬ 
tunate inference, as Mr. Millar’s testimony highlighted this morning, 
but we have no evidence of that kind of illegal or improper conduct. 

Senator Church. Nor am I making such an accusation. I am trying 
to determine why it was that Northrop set up a company to which it 
paid IV 2 percent commission on its contracts worldwide for the F-5 
aircraft, the purpose of which was to promote the sale of these aircraft. 
It is clear from what you have said that it was to operate in a way that 
would permit its agents to conceal, if they so chose, their identity as 
agents of Northrop. 

Mr. Willens. That is essentially so and that is one of the basic 

? uestions that the executive committee and the board must now con- 
ront as to whether or not in the future they can use an agency of this 
kind to promote Northrop sales abroad. 

Mr. Levinson. You have said you have no evidence- 

Senator Church. Excuse me. 

Senator Symington. Mr. Millar, I have noticed that you have been on 
the board of Northrop for 30 years and now you are, chairman of the 
executive committee. 

THE ROLE OP THE BOARD OF DIRECTORS 

When Mr. Willens appeared before this committee in executive ses¬ 
sion, it seemed to me that he was doing his best to cut the board of di¬ 
rectors and executive committee out of the problem and leave it ent irely 
to the management. 

Now, I have been head of a few companies in my time, and I hardly 
ever turned around without discussing any matter with the board, 
and it worries me that we have this sort of a departure of the board 
and the executive committee from normal practice. Apparently, in 
the Northrop case many of these things were not only not discussed 
with the board, they were not even discussed with the executive 
committee. 

I know in the two major industries in private business in which I 
was involved, there was price fixing. In one case some of the officers 
in two of the great corporations in this country were caught and they 
were sent to jail and fined fairly heavily. 

So, my first point is I would hope that there is no effort on the part 
of the board of directors, especially the executive committee, to dis¬ 
associate themselves from any possible wrongdoing on the part of 
Northrop in the sale of foreign materials which benefited the balance- 
of-payments problem, that we have faced with increasingly serious 
apprehension for a long time. 

In this case, there is another aspect to it. 

There is not any law in the country that says if you pay an agent 
in Saudi Arabia money you could call it a bribe, or that you can call 
it blackmail, that these words are all sort of mixed up. Is a cigar a 
bribe? Is a box of cigars a bribe? I think there you get into a field of 
no, but is a freight car of cigars a bribe ? There I think you might say 
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yes, that might be considered a bribe unless you were talking with a 
hell of a smoker. 

So what I am wondering is not the problem really as much a prob¬ 
lem of our own as it is a problem of yours? In other words do we think 
this is wrong? I do not want to prejudice any of this case, although 
I do object frankly to the efforts that T felt were being made bv counsel 
to disassociate the board, and especially the executive committee, from 
the management, because that would not wash with a company that 
has had as gooa a record as Northrop has had, even though they 
apparently made a mistake here. 

WIIAT LEGISLATION IS NEEDED? 

Do you not think we should pass laws, if you feel this is wrong? Do 
you not think that those laws would make us noncompetitive based on 
the testimony in other fields and other cases? Should we not pass laws 
that make this illegal, or else are we not automatically giving up an 
opportunity to get this business? 

Mr. Millar. That is a very good question. 

Senator Symington. I am not judging one way or the other. I am 
asking questions from a tricky theoretical standpoint. 

Mr. Millar. Obviously a company like Northrop is in competition 
with not only other domestic companies but foreign companies. The 
French aircraft industry is very active. The British aircraft industry 
is very active abroad and badly in need of business. Their commission 
rates, according to the best information we have, are very much higher 
than anything that we would ever consider in this country, I think. 

I must say that the matter of the means by which to get business 
abroad, as I have observed it from afar from other companies, have 
been told that it is the custom, the practice, that this is not an isolated 
case we are discussing here today. 

Senator Symington. Well, I remember many years ago when Mayor 
LaGuardia, working for UNRA under Governor Lehman, asked me to 
look at a situation m a foreign country on distribution—in this case 
there was no profit of UNRA products. He found that I was going 
there and he asked me to look into it. They said over there that what 
they resented was that 20 percent was the normal take, even of the aid. 
It had gotten to bo 60 percent and they thought that was unfair. 

If this is wrong as we attempt to developdSusiness, and an attempt 
to protect our balance of payments, should we not pass legislation that 
makes it clearly wrong to do it in a foreign country just as we have 
legislation in this country which makes it wrong to fix prices or to, you 
might say, pay unusual inducements, blackmail or bribes, or what¬ 
ever the words are. 

Would you comment on that ? 

Mr. Millar. Yes. Well, I think there is logic in what you say. con¬ 
siderable logic. 

Senator Symington. Well, then two more questions and then I 
thank you, Mr. Chairman. 

You say on page 2, “Our consistency in meeting our commitments 
has brought credjt to this count nr, and has helped further the foreign 
interests of the United States.” In the matters that we are discussing, 
regardless of whether some of the board and executive committee knew 



about it—some say they did not know about it—at any time was this 
matter discussed with any member of the Government of the United 
States, the question of negotiating for this business? 

Mr. Miliar. I am sorry, Senator, I did not get the first part of your 
question. 

Senator Symington. Well, I say you are saying here that this helps 
further foreign policy interests of thfr United States. We, in effect, 
come into the picture a bit later on, especially this committee. 

Was there any discussion of additional payments beyond normal 
payments or special corporate rig setups, or anything of this character, 
with any members of the State Department or AID agencies or the 
various agencies that work for the ambassadors in the countries in 
question ? 

FMS SALES 

ilr. Millar. Well, as you know, Senator, in the case of FMS sales 
the amount of commission has to be approved by our Government and 
they are spelled out. Northrop, I think, has always been meticulous in 
reporting what they proposed to do and FMS sales approvals received 
before the sale can be made. 

Senator Symington. Then the Government did know about these 
extraordinarily high commissions; correct? 

Mr. Millar. The Government knew I think you can say everything 
except the payment to, the presumed payment to the Saudi Generals. 

Senator Symington. And why did the Government not know about 
that? 

REPORTING TllE $430,000 PAYMENT 

Mr. Millar. Well, it was reported as such. 

Senator Symington. How was it reported? 

Mr. Millar. I just think it was part of the cost. It was not charged, 
however, in as far as taxes are concerned—that payment was absorbed 
by the company as not being taxable. I mean they did not charge it as 
part of the contract cost. 

Mr. Willens. With respect to the Government accounting side of the 
picture. Senator, the cost of the $450,000 was initially tendered to the 
Government on the basis of which progress payments were made. Sub¬ 
sequently it was withdrawn because in fact it was not an official cost 
assigned* to phase III of the Peace Hawk program in Saudi Arabia. 

Senator Symington. Mr. Willens, I understand that. Just one more 
question, as long as you have interjected yourself into the dialogue. 

You are a lawyer here in Washington. You know the corporate 
rules; you know the position of the executive committee. 

OPERATIONS OF MANAGEMENT 

Ts this not a rather unusual ease to the best of your knowledge, to 
have the management consistently operate without the approval of the 
executive committee? 

Mr. Willens. As the Senator has indicated, in most corporations 
the executive committee and frequently the board play a larger role 
on matters that assume this kind of financial and other dimensions. 
However, the directors, I think, are the best equipped to speak to that 



and it is based on their best recollection, including Mr. Millar, that 
these specific matters were not raised before. On the other hand, lets 
make it clear, Senator, that the directors are sharing in the responsi¬ 
bility for what has transpired here. The directors' have undertaken 
to ascertain all these facts, to discuss them with management and take 
whatever steps seem best designed in the interest of the shareholders to 
comply wih the law and applicable policies. So the directors are not 
here trying to do anything otherwise. 

Senator Symington. I know something about the Northrop Corp. 
back from the RFC days when I ran the RFC and had to put up 
the money, which we did, or there would not be any Northrop Co. 
It was going into bankruptcy. 

Mr. Millar. Correct 

Senator Symington. So I know something about the company. I 
should think that, as I understand it, was an all-for-all and ono-for-all 
corporation, and I did not particularly relish the apparent effort on 
your part the other day in the executive hearings, when Mr. Millar 
was not here, to disassociate the board of directors, especially the 
executive committee, from certain operations of the management. Actu¬ 
ally under the law it is the responsibility of the execute© committee to 
know what is going on with the company’s funds, is it not ? 

Mr. Millar. Senator, may I say something on this subject ? 

Senator Symington. Yes. 

THE EXECUTIVE COMMITTEE 

Mr. Millar. The executive committee as now constituted is of re¬ 
cent origin. It comes out of a settlement of a stockholders suit and the 
addition of three new outside directors for the company, and it is that 
committee that has the responsibility over this rather intensive inves¬ 
tigation and reporting. 

Senator Symington. But you have been on the board for 30 years 
and you are chairman of the executive committee. 

Mr. Millar. I have only been chairman of the executive committee 
since the reconstitution of it. I had in the past- 

Senator Symington. Since the committee was formed ? 

Mr. Millar. But I have not been for quite some time. As reconsti¬ 
tuted, I then became, again I found myself chairman. 

Senator Symington. Thank you. 


THE EDC 

Senator Church. Coming back to the question of the EDC. that is 
a special corporation that was established to promote Northrop sales. 

The corporation is Swiss, I believe, and we have already established 
in the questioning that it was meant to act as a kind of cover for the 
Northrop Corp. 

Now. the actual purpose could not be better described than it is de¬ 
scribed in the report of Northrop’s accountants on page 193. I would 
like to read into the record what the Ernst & Ernst report discloses. 

At this point DeFrancls gave what appeared to be a rather comprehensive 
description of the theory of the Lockheed or EDC type arrangement. He said 
that it lets people in each country work for themselves. In effect, enough money 



is put into the company (in Northrop's case $200,000 was put into BDC) to cover 
each person's out-of-pocket expenses. Apparently each person recruited by the 
EDO organization is promised that he wiU receive his out-of-pocket expenses 
and in addition a share of the stock in EDO so that he is in effect working for 
himself and the benefits he achieves accrue to him through his stock ownership. 

He said it was not necessary that they know a lot about the technical 
aspects of the airplanes they are selling. As a matter of fact, DeFrancis 
went on to say, “I do not know a damn thing about an airplane except 
the nose and the tail.” He said this theme would apply to the EDO 
people. The point is that they look only to the benefits derived from 
the success or the program rather than to developing the typical sales 
type organization that would be customary in this country for the sales 
of automobiles or other products. 

That statement makes it perfectly plain just why such an organiza¬ 
tion was set up. It was sot up so that Northrop would not have to ask 
any questions about what methods were used to sell Northrop products. 

Tt was set up so that people promoting Northrop products could 
do so without identifying themselves as Northrop agents. And if this 
is typical of the way oi^ arms manufacturers ply their products, then 
it is symptomatic of a sickness in this business that must be exorcised. 

EDC SI I ARE] 1OLDEK8 

Mr. Shields. T think this is a good point to ask Mr. Millar if you 
know who arc all the stockholders of EDO ? 

Mr. Millar. No, I do not. We have asked, we have inquired, we 
have interrogated them. T think we know some of them. 

Mr. WiLLENS. We have identified the majority of the shareholders 
in EDC but Mr. Millar s answer was correct, we do not know all of 
the shareholders in El)C. 

Mr. Shields. Is it impossible under Swiss law for you to ascertain 
that information from public documents. 

Mr. Willens. Yes, we have reviewed the public documents involved 
and they reveal three names, as I recall, only one of whom is a current 
shareholder in the EDC, and that is information which is not avail¬ 
able in that country as it would be in this country. 

Mr. Shields. So that it is possible then for a variety of people, oer- 
haps some foreign government officials, to be shareholders of EI)C, 
but impossible for the Northrop board or its investors to determine 
that fact ? 

Mr. Willens. That is a possibility that has to be acknowledged. 
We have the assurances of the majority of principals involved in EDC 
that this is not the case. They are men of stature and good reputation. 
Nonetheless, the possibility must be recognized as one that has not 
been foreclosed by our investigation. 

Mr. Levinson.* Have we not had this really explained beyond the 
caveat by Sir. DeFrancis in his letter to Mr. Jones of August 9,1974, 
pages 23S and 239, in which he says that he asked Froried, the main 
organizer of EDC, what the company does as to my direct questions 
regarding the specific involvement of his company in sales efforts in 
the different countries? Froried reminded me that one of the under¬ 
lying factors and conditions that was prerequisite in his organization 
was that it remained a separate independent organization. As a con¬ 
sequence, the method ana utilization of personnel on behalf of the 
corporation are so structured that it is able to advance the cause of 
Northrop in the sale of internatio 'rl fighters not only on the basis of 
confidentiality but also uniquely independent of any direct Northrop 
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connection. lie stressed to me that, as you originally envisioned, this 
principal gives him a wide degree of flexibility in procuring the best 
people for the particular assignment and in many instances enables 
him to secure persons who otherwise could not be directlv involved 
for various reasons with Northrop as such. Why could they not be 
directly involved with Northrop as such if their association was 
proper and unexcept ionable ? 

Mr. Willens. Counsel has identified, I think, the key issue which 
the board of. directors of the Northrop Corp. must address 
within the next few months. I do not believe there is any dispute be¬ 
tween the subcommittee, on the one hand, and the directors on the 
other, as to the facts in this matter which raise the issue. The principal 
questions are one of what inferences one draws from these facts re¬ 
garding the existence of improper conduct and, second, the questions 
of business judgment involved. 

Even if this was a sound exercise of business judgment when EDC 
was set up, because it was based on the Lockheed model and seemed 
a useful mechanism to experiment with, circumstances have now 
changed, additional facts are now known, and the board will have to 
address this matter of business judgment in light of the circumstances 
existing today to decide whether it can continue its relationship with 
the EDC. 

Senator Church. The circumstance today is that it is exposed and 
that does change the picture very considerably. When your cover is 
blown it lias very little utility left! 

Mr. WtIjTjEXs*. Perhaps the key change in circumstance, Senator, 
is that EDC has now been disclosed to the board of directors and the 
board must confront the policy issue squarely as to whether or not this 
kind of instrument should be used to assist Northrop sales abroad. 

Senator Church. I should think so. 

Senator Clark. 

Senator Clark. Thank you, Mr. Chairman. 


THE USE OF AGENTS IN AIRCRAFT INDUSTRY 

Mr. Millar, is it your experience that the practices that you have dis¬ 
cussed here today are typical of the aerospace firms, or are these prac¬ 
tices peculiar in the Northrop Corporation? 

Mr. Millar. Well, I would have to answer by giving a little history. 
In 1939 I became president of Vnltee'Aircraft, which was a venr small 
aircra ft company and which had then no business in the United States 
Government, and I inherited business, contractual relationships with 
China, South American countries, Turkey, and others. I was a novice 
when it came to these matters and I quickly found out that there was 
no particular secret about it, in talking to the agents, that it was com¬ 
mon practice to pass on to people in government, procurement agents, 
parts of their fees. I Jiad no part in extending that practice because we 
completed our financial foreign credit, we set out to do business then 
with the U.S. Government, and as you may know, Vultee made all of 
the basic trainers, for instance, for the Air Force. So that my experi¬ 
ence began and ended as far as 'Vultee was concerned and with an 
inheritance. 
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I would have to say that in talking with other aircraft company 
officials over the years, and even general companies and the like, I have 
grown to assume that most of them, many of them, all of them, used 
foreign agents for foreign sales. 

Senator Clark. And that they practiced these irregularities and 
illegalities? 

Mr. Millar. No; this is the part I do not know. All I know is that 
it is typical to deal with these foreign governments through foreign 
agents. The alternative is quite obvious. You set up a big organization, 
perhaps big ones, expensive ones, in countries who even then may be 
unfamiliar with all of the practices and the mores and ways of doing 
business, intricacies of the flows of the bureaucracy and what not, so 
that the alternative is pretty clear, has been pretty clear that if you 
wanted to do business in certain countries you did it through agents. 

As a matter of fact, some of the countries tell you to do it through 
agents. 

Senator Clark. Well, I am not so concerned specifically about 
whether you operate through agents but whether these irregularities 
and illegalities through agents are common to most aerospace indus¬ 
tries or unique to Northrop. 

Mr. Millar. I cannot speak for the rest of the industry, obviously. 

I must say that the operation in the case of Northrop has only be¬ 
come clearer to me since the operation of the Executive Committee, 
which has spent a great deal of time, nights, weekends, whole days, 
everything else, investigating this situation so we would be fully 
informed. 

VIOLATIONS OF SAUDI LAW 


Senator Clark. Is it fair to say, Mr. Millar, that the Northrop Corp. 
and Mr. Khashoggi knowingly violated the Saudi Arabian law m 
passing this money on ? 

Mr. Willens. I do not think it would be fair for Mr. Millar to 
respond because of our absence of knowledge as to what Mr. Kha¬ 
shoggi, in fact, did with the money. And so if you assume that the 
money was passed on to generals we would agree that would be a 
violation of the law. 

Senator Clark. Was it the intention of the Northrop Corp. to bribe 
the generals? 

Air, Willens. Whether an intention implemented by the overt ac¬ 
tion of the kind that had been identified and can be proved even 
amounts to a crime under Saudi law, I do not know. Those facts may 
be illegal under U.S. law given comparable facts, but I do not know 
what the Saudi law is on that precise issue. 

Senator Clark. Going beyond saying the Northrop Corp. intended 
to violate the law in this respect would be inaccurate, in your 
judgment? 

Air. Willens. I think given our present state of knowledge it would 
be inaccurate to go further than that, but obviously it is an area of 
subtlety where I have not done the appropriate research. 


THE HIRING OP AGENTS 

Senator Clark. Let me ask more, Mr. Alillar, about the questions 
of these commissioners and how common it is to hire commissioners 
to do various things for you in local countries. 
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I am quoting from a part of the report. Rather these are notes from 
which the Ernst & Ernst report was made, handwritten notes. It is 
not in the report- itself. It talks about these commissioners, and I am 
simply going to read a couple of sentences to you and ask if this repre¬ 
sents, to the Dest of your knowledge, a correct characterization. These 
are handwritten notes about Ernst & Ernst from a Mr. John R. Hunt 
who is, I think, president of the Worldwide Wilcox firm, which is a 
subsidiary of Northrop. 

It says John R. Hunt likes to keep the Worldwide Wilcox percentage 
at about 10 percent—speaking of the commissions—because of the 
feeling that the sales of Wilcox hardware is a great entrance to a 
multimillion dollar system job. However, he did say that the standard 
10 percent commission exceeded, if competition dictates, and/or if 
the magnitude of the graft in the country was higher than usual. 

In the next paragraph he says we discussed agents, their role, and 
so forth. In general the role of the agent is primarily that of influence 
peddler, that he knows who to talk to and whose pocket to line, and in 
a particular country to get the job done. 

Do you tend to 'agree with Mr. John R. Hunt’s analysis of what 
these commissioners really do ? 

Mr. Millar. First of all, I do not want to presume to speak for the 
industry. Quite obviously my job is to find out what we have done in 
Northrop, how we have done it, what we should do in the future. I 
think there has been a presumption abroad for quite some time that 
agents are necessary in a great many places. I think, if you ask cer¬ 
tain people they will probably say that they guessed that all the money 
did not stay in the agent’s hands. On the other hand, I have no basis 
for making any further comment. 

Senator Clark. Would you disagree, just based on Northrop’s ex¬ 
perience or vour association with that company, that those charac¬ 
teristics are fairly accurate, or is Mr. Hunt exaggerating in your 
judgment? 

Mr. Millar. Not necessarily, no. 

CORPORATE RESPONSIBILITY 

Senator Clark. I think the other line of questioning that I want to 
pursue just briefly, Mr. Millar, is the question of the degree of respon¬ 
sibility, and where responsibility really lies within multinational 
■ corporations, like yours. Is the board of directors responsible, the 
executive committee or the management? 

It seemed to me in discussing this with Mr. Dorsey of the board of 
directors of Gulf Corp., that it is very hard to pin down who really is 
responsible for the actions of the company. 

I noticed, for example, in your statement at certain points—I will 
just quote a couple of them here—you talk about the board of directors 
or the executive board finding out about something. 

Pursuing what Senator Symington was talking about, later on page 
2 you said in late March or 1974 the board of directors of Northrop 
was first informed that senior management had used corporate funds 
to make contributions to the 1972 Nixon campaign. 

Is that the first time you had ever learned of that very significant 
violation of the law? 6 

Mr. Millar. Correct. 



Senator Clark. Or, again, one other example, bottom of page 3, 
“Since Northrop agreements with agents ana consultants have not 
customarily come before the board for approval, the entire subject 
was a new one for the board.” Who is responsible for Northrop com¬ 
pany and their activities and illegalities so far as these cases are 
concerned? 

Mr. MillAr. Certainly the directors cannot duck any of their respon¬ 
sibility. A director of a corporation has very great responsibility* 
greater under some circumstances. 

Our responsibility obviously is first to the stockholders. 

THE NORTHROP HOARD OF DIRECTORS AND AGENT RELATIONS 

I would have to say that the board of Northrop, the outside independ¬ 
ent directors of Northrop now know that we should have known more 
about the intricacies of the agent relations. We did not, and I for one 
would take my full share of the blame for that. We assumed that these 
were standard, typical, and in conformance with the best practice. It 
was a series of events that came out of the political contributions, use 
of Mr. Savy as a conduit that raised these questions, and as soon as the 
board of Northrop, the outside independent directors, which as I said 
are a majority and have always been, if I remember—as soon as we 
found out that a Mr. Savy had been used as a conduit we launched the 
investigation to include the use of the function of agents and 
consultants. 

Senator Clark. Let me pursue one aspect of that responsibility. I 
am looking at the top of page 15 of your statement. You spoke just a 
moment ago about the relationship between the board of directors and 
the corporation and these agents and I am interested in the degree of 
responsibilty that the board or corporation feels for its own activities. 

You say here in practice the American corporation does not have the 
ability to monitor all of the actions of the agents with whom }t must 
deal and cannot be held responsible for activities or practices which the 
corporation does not know about and does not tacitly or explicitly 
approve. 

If these agents represent your corporation and you do not feel re¬ 
sponsible to monitor them or be responsible for what they do, and yet 
they represent you with that government, who is responsible for their 
activities? 

I agree with you that it seems doubtful that you are going to be 
able to monitor all of their activities, but somebody has to be respon¬ 
sible for the actions or the people that represent you with that govern¬ 
ment, it seems to me. 

Mr. Millar. In an operation the size of Northrop there are a great 
many agents of various kinds, sales agents, products of the electronic 
division sold through agents. I have forgotten the number. But it is a 
very large number of agents that Northrop has in the sale of its prod¬ 
ucts abroad. 

Mr. Willens. If I could amplify a bit 

NUMBER OF AGENTS RETAINED BY NORTHROP 

The number Mr. Millar had in mind is approximately 400 consult¬ 
ants and agents that were retained by Northrop during the 3-year 



period that was reviewed by the auditors. The point that Mr. Millar is 
trying to make on page 15 of the statement is to draw a distinction 
between the responsibility which a corporation must take for its own 
employees, wherever they may be situated, and the responsibility which 
a corporation can reasonably take for actions of independent business¬ 
men, whether they be agents or consultants, who are retained under 
particular contractual arrangements to do specific iobs; and it is the 
latter problem the testimony is designed to highlight. 

The company has a responsibility, as you sav, to enter into contracts 
and specify what the agent or consultant is to do, what kind of controls 
are to be imposed, what kind of report obligations there are, and what 
kind of compensation is provided by the company. The contract defines 
the relationship and within the definitions and provisions of that con¬ 
tract an agent is free to conduct business on behalf of the company 
as he thinks most appropriate, and in selecting the agents and the con¬ 
sultants Northrop is concerned by their willingness to comply with the 
law and services of the corporation with integrity and distinction. 

That is why in recent months w T e are now insisting all new consult¬ 
ants or agent contracts over a bottom floor sum, the agent or consult¬ 
ant must covenant that no funds made available to it from Northrop 
would be expended by the agent with or without Northrop’s knowledge 
in violation of applicable law, and that clearly spells out something 
that perhaps should have been spelled out long tiefore, but was not, and 
now our agents and consultants recognize that Northrop insists on this 
level of legal behavior in acting in behalf of Northrop abroad. 

THE TAX PROBLEM 

Senator Clark. I want to turn the questioning back to the chairman. 

I have a number of questions about the EDC-but let me ask one last 
brief question—I refer you to page 8, the middle of the page, second 
paragraph, the last sentence—you say, “In addition, the directors 7 Mve~ 
taken steps to assure the payment of $450,000 is properly treated as a 
nonallowable for purposes of Federal income tax and Government con¬ 
tracting accounting.” 

Was this done after the fact? Was the $450,000 actually used as an 
expense so it could be deducted from your taxes ? Can you explain the 
status of that and the meaning of that? Is this something you have 
also done after the fact or during the fact? Explain the status of the 
tax problem. 

Mr. Willens. As the Senator will recall, we had a colloquy on this 
in executive session which I think left all of us somewhat unclear. 

I can answer the question I think briefly. 

The $450,000 was taken as a deduction. However, due to the intrica¬ 
cies and mysteries of the accounting profession that resulted in North¬ 
rop overpaying its taxes for the year in question because the payments 
and the amounts charged to income during the year 1973 on tliis par¬ 
ticular contract were based upon the costs that were advanced against 
the contract. Therefore, because this $450,000 was tendered as a deduc¬ 
tion, the amount of profit shown by Northrop was higher than it other 
wise would have been there, and therefore, the amount of income tax 
paid in 1973 was higher than it otherwise would have been. 



Now, in light of these facts, of course, the matter of $450,000 will be 
withdrawn as a deduction and an appropriate amendment will be 
made, and I can assure you, Senator, that this information accurately 
reflects the best judgment of the financial officer within the company 
and that is where the matter stands. 

Senator Clark. I am not quite sure I understand that. You did sub¬ 
mit the $450,000 for deduction but because of other factors you really 
overpaid your taxes as a result of having deducted this? 

Mr. Willens. That is correct. 

Senator Clark. I do not understand it. 

Senator Church. Now they are going to take it back. * 

TIIE ROLE OF DR. WKISBROI) 

I would like to get into the cast of Dr. Weisbrod. 

Dr. Weisbrod, I take it from the information in the Ernst & Ernst 
report., is a Swiss citizen who was engaged by Northrop to act as an 
agent for the company. Our information is that he received $125,000 
a year. He was engaged over a 6-year period so the Northrop company 
paid him $750,000. 

What services did Dr. Weisbrod perform that were worth $750,000 
to the company ? 

Mr. Millar. Mr. Thomas McDaniel, a member of the board and a 
member of the executive committee, with counsel from Mr. Willen’s 
office has just recently interviewed Dr. Weisbrod and we have not yet 
had the opportunity to get the full information. Mr. McDaniel is due 
back in this country—he is just back or due back very shortly. 

Senator Church. Well, there is some interesting information con¬ 
tained in the Ernst & Ernst report. 

On page 268 of the report is an extract from a letter from T. V. 
Jones to E. R. Crim, dated September 1974. There is the following 
description of the Weisbrod arrangement. 

The Weisbrod arrangement resulted from concern that while Northrop was 
being quite effective in presenting its product to the military and Defense Depart¬ 
ment levels with Holland. Belgium, Norway, Denmark and certain other NATO 
countries, our ability to have access to behind-the-scene knowledge of what was 
happening at the political and economic levels, especially In the higher NATO 
and European community councils as a whole, was seriously lacking. 

Then quoting from page 276 of the Ernst & Ernst report there is 
the following illuminating passage: 

Much of the success I could book for Lockheed in the following years in the 
field of sales of commercial and military aircraft and particularly the unique 
and highly profitable export program for the F-104 Starflghter, was in po small 
measure due to his,” meaning Weisbrod’s, “expert counseling and behind-the- 
scenes pulling of strings. Hardly did Hubert appear in the open for the support 
of Lockheed’s interest, particularly all of his constructive work was done dis¬ 
cretely and indirectly. 

So w ould it not be fair to say that having had such a high and favor¬ 
able report on Weisbrod’s activities for Lockheed that you engaged 
him to perform the same kind of services for Northrop? 

. Mr. Mtllar. I do not know who engaged him, actually, if you are 
directing the question to me. 

Senator Church. Mr. Jones of your company did ? 

Mr. Millar. Yes. 
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Senator Church. It was for the same kind of service, was it not ? 

Mr. Muaar. Yes, sir. 

Senator Church. Again, with reference to the Ernst & Ernst report, 
on page 269, there is the following comment: 

As a result of Dr. Weisbrod's activities, Northrop has had an unusual visibility 
into the highest councils of NATO, the Common Market countries and many offi¬ 
cial and unofficial discussions between the highest officials in Europe as they affect 
the sale of Northrop aircraft. 

Mr. Millar. Excuse me, Senator, who said that ? 

Mr. Levinson. This is Jones describing the value of Weisbrod to 
Northrop in the documents which the subcommittee released. 

Senator Church. It is an interesting facet that these companies, like 
Northrop and its competitors, engaging in these enormously costly, 
enormously profitable military sales contracts, actually employ a kind 
of intelligence network like a government might employ, to get inside 
information, behind-the-scenes information, pull strings, and that is all 
relevant here in this report. 

I am not suggesting that Northrop is the only company to do it. 
The record indicates Lockheed has been doing it, and I suppose it has 
become customary to do this kind of thing. 

Mr. Miliar. I cannot answer the question out of my own knowledge 
because I lmve not been active in this type of business for a good many 
years, this side of the business, but I do not know and I do not think I 
will know until we get the further report from Mr. McDaniel who 
interviewed the Doctor, just what he did, how he did it. and [ do not 
know to what extent he would disclose what he did or how lie did it. 
This is one of the problems. We are trying to get an answer to this. 

Mr. Willens. Essentially our investigations have suggested that 
the issue with respect to Dr. Weisbrod is the same as is raised with 
respect to EDC, and the question will have to be considered by the 
board in light of Dr. Weisbrod’s reluctance to share with us the details 
of the services performed in Northrop’s behalf in return for which 
he has received the moneys you referred to. 

Senator Church. He would not tell you what he did with the 
money ? 

Mr. Willens. He basically maintains that the services were per¬ 
formed primarily through the associates or clients of his whose iden¬ 
tities he would not disclose to the interviewing team. He did give us all 
of the requested representations in terms of no funds being returned to 
this country and no funds being expended for unlawful purposes. How¬ 
ever, for the same reasons that others of the agents have declined to 
supply information, he refused to give us the names of the associates 
who actually performed the services that are described in the corre¬ 
spondence you have referred to. 

Senator Church. Mr. Willens, you are having the same problem of 
securing the information from your intelligence that T am having 
securing it from the CIA and other agencies that are under investiga¬ 
tion by my committee. 

Mr. Levinson, do you have further questions ? 

Mr. Levinson. Just two, Mr. Millar, you said that Northrop had 
been meticulous in reporting to the I r .S/Government with respect to 
agents and you made particular reference to Saudi Arabia. 
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KlIASHOflOrs PRESENTATION' TO THE DEFENSE DEPARTMENT 

Now, the fact is, that Northrop argued for Khashoggi, its agent, to 
make a presentation to the Department of Defense in August 1973. 
The results of this presentation are set forth at pages 503 and 504 of the 
material that was released by the subcommittee. There is a memo¬ 
randum which summarizes it by Mr. Gonzales of the Northrop Corp¬ 
oration. At the end of the memorandum, Mr. Khashoggi receives 
accolades from the Defense Department people who say—Gonzales 
reports that after the meeting, Dave Alne took me aside and said, 
“Manny, it was a stroke of genius to invite Khashoggi here today. We 
couldn’t have arranged it, for obvious reasons. It is well that you 
thanked him. People learned things from him today.” Holcombe, 
another Northrop executive, stated that “Khashoggi sure as hell helped 
us as well as himself today.” 

Now, through those memorandums Khashoggi laid out all the 
wonderful things he does. But, of course, memorandums do not tell, nor 
does Gonzales, who was one of the people directly involved in the 
negotiation of the $450,000, about the activities in connection with the 
payoffs for th» purported payoffs to the Saudi generals. 

Now, is not (his a case in which Northrop is misrepresenting to the 
U.S. Government—knowing the full panoply of activities of the 
agent—what its agent does for it in Saudi Arabia. 

Mr. Millar. I am sorry, I did not hear the last few words of your 
question. 

Mr. Levinson. Let me quote you from page 506 in which Gonzales 
summarizes Khashoggi’s presentation to Defense which says: 

The fourth and final point of Khashoggi’s story was that, although the absolute 
dollar amounts of his commission might lead people to believe that the decision 
in favor of the companies he represents were the results of serious payoffs or 
undue influence or improper dealings by whatever name, such in fact was not the 
case. t 

Now, at the time this representation is made to officials of our De¬ 
fense Department, Khashoggi and Northrop representative Gonzales 
know that that is not tme, it is an outright lie, is it not, and is Northrop 
not a party to that ? 

Mr. Millar. I do not know the date of that. 

Mr. Levinson. August 13,1973. 

Mr. Millar. Well, I think it is perfectly clear now that Khashoggi 
sought funds to make payments and the money was provided. 

Mr. Levinson. And Northrop knew that was the purpose for which 
Khashoggi sought funds, and here Khashoggi represents that he 
never did any such thing with Northrop. Precisely, Northrop repre¬ 
sentatives negotiated this payment with Khashoggi in the same room 
with the Defense Department. Do we not have a clear case of misrepre¬ 
sentation to the U.S. Department of Defense ? 

Mr. Willens. We have an instance, Counsel, where people present 
in the room did not volunteer information which would incriminate 
them. That is absolutely true. The meeting was set up to communicate 
with the Department of Defense about the services performed by 
agents in general, Mr. Khashoggi in particular. Northrop believed then 
and continues to believe that this particular agent does perform sub¬ 
stantial and complete legitimate services for it in the country. We 
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do not have any hard evidence of any illegal payoffs of aiiy kind other 
than the $450,000 disclosed here today. 

I concede your basic point, however, that people in the room with 
knowledge of this let a conversation take place in which they did not 
come forward to volunteer information that may have been of 
relevance to the U.S. Government officials. 

Mr. Levinson. Mr. Willens, this is not an isolated instance involving 
these two individuals. 

On page 456 of the documents which the subcommittee released, we 
have an account of the signing of the first phase, I believe, of the 
Peace Hawk agreement in Saudi Arabia, and in which Prince Sultan 
and Prince Turki came into the conference room and were seated at 
the table. Sultan reviewed the contract. He mentioned the previous 
release about the F-5’s and Lockheed’s contract and said any public 
test should be avoided. He then asked me, “Do you have any agent 
in Saudi Arabia ?” This is Sultan asking Northrop’s Gonzales. He said, 
“No, not in Saudi Arabia.” The Ambassador, meaning the U.S. Am¬ 
bassador, added that since this was a Government deal there would be 
no middleman. 

Let me read to you from the a uditor’snot es. Watts of Northrop made 
the response, “No, we do not have an agent.” Let me read you from 
Gonzales’ explanation of that event. Gonzales explained that Kha- 
shoggi had told him in advance of the signing that Sultan can make a 
public display at the signing and ask if Northrop had an agent in¬ 
country. Khashoggi said that he would be out of the country and that 
the response should be that Northrop did not have an agent in the 
country. He said that this was a normal procedure that he, Khashoggi, 
followed. 

Now, Gonzales says that afterwards he felt bad about this because 
of the Ambassador’s statement to Sultan that since this was a govern¬ 
ment deal there was no middleman. 

ASSURANCES FROM NORTHROP AND MR. KHASHOGGI 

So again we have the same two individuals, in a sense in a charade, 
in which a high U.S. Government official is deliberately deceived. 

Of course, there is a separate issue as to whether or not our Govern¬ 
ment through other means had knowledge or should have had knowl¬ 
edge of these arrangements. But the real question is, I guess, in light 
of your statements about Khashoggi’s assurances to you that he is not 
going to do thus and so. In light of this record are we not entitled, is 
not the subcommittee, the Government, entitled to have a degree of 
skepticism about the value of these assurances, both from the corpora¬ 
tion and from Khashoggi? Would he have two interests here to delib¬ 
erate—I cannot find any other way to characterize it—it is deception 
of U.S. Government officials. 

Mr. Millar. Well, I cannot suggest what your reaction would be to 
it but quite obviously this is part of our continuing investigation that 
wil 1 come up in the decisionmaking process. 

There is no doubt about it—the commission was solicited and pay¬ 
ments were made by the corporation. It is a matter of record not to be 
argued. 
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Mr. Levinson. That was not the point though. The point was what 
was said or not said, as Mr. Willens previously pointed out, to the 
degree to which the U.S. Government officials were led to believe that 
something was so that was in fact not so. That is not a question of 
whether the payment was made but not only an omission but commis¬ 
sion was made with respect to a fact to the U.S. Ambassador in Saudi 
Arabia, U.S. Defense Department officials, and what does that tell us 
then about how we should view future representations by the same 
people who made these representations. 

Mr. Willens. We think that is a matter under ongoing investigation, 
Mr. Levinson, and will be addressed in our final report. Until you see 
the report we hope you will reserve final judgment as to the integrity 
of the board of directors’ investigation and the recommendations they 
make to cure things for the future. 

Senator Church. Mr. Shields. 

CONFLICT BETWEEN THE NORTHROP BOARD’S REPORT AND TIIE ERNST AND 

ERNST REPORT 

Mr. Shields. With respect to the board of directors’ investigation, 
there are a couple of points which seem to be in conflict between the 
interim report of the executive board and the documents which were 
gathered at the earlier Ernst & Ernst investigation. 

THE IRANIAN AIRCRAFT INDUSTRY (IACI) 

The documents, pages 364 and 367, show that a General Khatami, 
head of the Iranian Air Force, was a stockholder in the Iranian Air¬ 
craft Industry, and acted for Northrop during 1970-71.1 would like to 
read two brief excerpts from page 364. These are notes of a conversa¬ 
tion with a Mr. Kitchen, who is the chief Northrop representative in 
Iran. 

Those notes say—these were notes taken by the Ernst & Ernst 
investigating team in the conversation with Kitchen: “When we first 
asked him”—Mr. Kitchen—“about who was involved in the Mahui 
group”—that is the Iranian Aircraft Industry group—“he mentioned 
a Spencer Dunn. He then explained that Khatami had been a ‘blind 
stockholder’ in IACI and was involved with Mahui.” 

Then, at page 367, in brief notes given by Mr. Jones’ staff to Mr. 
Jones for the president of Northrop in preparation for Mr. Jones’ trip 
to Iran, those notes say with regard to IACI: 

The Shah has decided that the ownership interest, which was held in IACI 
through nominees by General Khatami and General Khademi presented a conflict 
of interest which could prove embarrassing to him and his government” 

Two sentences later, in parentheses, it says: 

General Khatami told Kitchen and Gonzalez that he thought of retiring from 
the Air Force so that he could continue to hold his shares in IACI, but that after 
talking to the Shah decided that it was not appropriate. 

That seems to be in conflict with the statement on page 81 in the 
i uteri m report, which said that—and I quote: 

The Investigation has revealed no evidence that Iranian official participated In 
Iranian Aircraft Industry. 


\ 


t 


y 



141 


Could you explain that apparent inconsistency ? 

Mr. Millar. I would like to have Counsel answer that question 
because they have made a much more detailed study of this situation. 

Mr. Willens. This is a good example of a case where there is specu la¬ 
tion in the documents of impropriety, which upon further investigation 
turns out not to be accurate. 

We have interviewed Mr. Kitchen on this subject. We interviewed 
officials of the Iranian Aircraft Industry, IACI, referred to in the in¬ 
terim report, and exaniined the corporate books of IACI. We have 
identified the civilian shareholders in IACI, none of whom were offi¬ 
cials of the Iranian Government. 

It was originally believed that bearer shares might be issued by 
the corporation and it was that prospect that led some people to 
speculate that those bearer shares would eventually find their way 
into the hands of government officials. In fact, no bearer shares were 
issued. So we believe that our investigation has been complete. We 
have inspected the books. The particular organization involved is an 
aircraft maintenance corporation in which Northrop has been a major 
shareholder. It was set up in large part at the urging of the particular 
Iranian generals involved, because they wanted to have a locally 
operated maintenance facility to service both military and civilian air¬ 
craft. It was something in which they had a clear and proper govern¬ 
mental interest and, if indeed they looked ahead to their retirement 
years and thought of becoming affiliated with it, that seems to us not 
an impropriety but certainly something that would be very legitimate 
and understandable. 

DR. FRANZ JOSEPH BACH AND THE PROJECT DEVELOPMENT CORP. 

Mr. Shields. Let me go to another point on page 13 of the interim 
report of the executive committee. You state the Northrop executive 
committee conducted a lengthy interview of EDO principals and you 
name Dr. Franz Joseph Bach and the Project Development Corp. Is 
it not true throughout the period of this contract Dr. Bach was a 
member of the German Bundestag? 

Mr. Millar. At one time. 

Mr. Shields. Then how can you state in your statement—this is the 
statement you read this morning^ at page 10—you uncovered “no 
evidence that any government officials participated as shareholders or 
otherwise in the activities of EDO” ? 

Mr. Willens. We do not know when Dr. Bach became a share¬ 
holder. He left the parliament in 1972 and the EDO has, of course, 
continued in operation since that time. That explains the references 
to which you have directed our attention. 

Mr. Shields. So it is possible he was a shareholder but you have 
been unable to determine because of the secrecy under the Swiss law? 

Mr. Willens. That, is exactly the case. 

Mr. Shields. Did you ask him while he was being interviewed at 
the Northrop corporate headquarters—Dr. Bach—whether or not lie 
had held shares of stock at a time when lie was a member of the 
Bundestag? 

Mr. Willens. I do not remember that precise question being asked. 
We will review’ our notes and make certain it is asked and answered. 
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The representations set forth here were based on his statement that 
none or the shareholders were in this category and we believe that dis¬ 
posed of the matter with respect to himself, as well. 

EUROPEAN LAWS 

Mrs. Lewis. I might note that we have received from the Library 
of Congress information about the existing laws in European coun¬ 
tries regarding any possible conflict of interest by members of Parlia¬ 
ment, and they seem to indicate that there is no question about under 
German law there was an obligation to report and a prohibition re¬ 
garding any relationship with a company that might interfere with 
its representation. So where there have been cases of this sort, he 
would have every reason to not wish to answer. 

One of the features of your list of consultants that tends to strike 
the eye is the large number of people who worked both for your com¬ 
pany and for competing aircraft companies. I noticed for example, 
that Mr. Khashoggi, you indicated, worked for Lockheed. You indi¬ 
cated Mr. Weisbroa possibly did not while working for Northrop but 
certainly previous to it worked for Lockheed. We nave some eviaence 
from Europe that Mr. Harritson or Gerritson, the Dutch consultant, 
was also a consultant for Lockheed. And it occurred to me there 
might be some sort of a problem by these people in trying to represent 
two competing aircraft manufacturers. 

Do you thimc this is the case ? 

Mr.' Millar. I do not think there is a problem because the things that 
they represented products for, Mr. Khashoggi represented Northrop, 
for' instance, were not in competition witli Lockheed. The fighter 
plane had no relationship to the Lockheed products. This is my infor¬ 
mation. Lockheed products he was trying to assist in the sale of, they 
are a different kind of animal entirely. They serve a different purpose. 
They are not in competition with each other, the products are not. 

Mrs. Lewis. Is this by some agreement between your company and 
Lockheed ? 

Mr. Millar. No, no just sheer happenstance. Lockheed does not have 
a competing product at this time in the field he represents. 

WHO RECEIVED PAYMENT? 

Mrs. Lewis. A second question simply is in both your testimony this 
morning you made reference to checking with informed sources in the 
country. I think it was the phrase, “before checking with informed 
sources within the country, before making the two most questionable 
payments on which we have evidence, namelj-, the $450,000 to possibly 
some Saudi general, and the payments to the Iranian taxing 
authority.” 

Did these informed sources in the country include members of the 
D.S. diplomatic corps, ambassadors or embassy officials in these 
countries? 

Mr. Millar. I have to confess I do not recall the statement that we 
consulted sources before making- 
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Mr. Willens. I think our reference to checking with informed 
sources, including U.S. Government sources, related to the time at 
which the decision to retain a particular agent or consultant is made by 
Northrop. At that time Northrop will solicit information from all pos¬ 
sible sources and the embassies which frequently have valuable judg¬ 
ments to contribute to the value of a particular agent or consultant. 

With reference to the specific improper payments, however, that is 
the subject of the testimony today, there was no effort by Northrop 
personnel to solicit the aid or advice of U.S. Department of State 
officials before making the judgment that such a payment should be 
made. 

Mrs. Lewis. To quote from your statement, Dr. Meissner pointed 
out before the demand for the payment to the generals was acceded 
to, I am quoting from your statement, “Northrop officials were both 
disturbectand skeptical about this demand. They made an effort to de¬ 
termine whether such a payment was necessary.” 

I am still somewhat puzzled as to how such an effort was made. To 
whom was the effort addressed ? 

Mr. Millar. Northrop officials in this case are the people in the 
country working for Northrop, representatives of Northrop, and when 
you say officials it was not hoard of directors or some one of this kind, 
it was people on hand that were very doubtful whether this was 
necessary. Certainly must have been doubtful whether it was proper. 

Mrs. Lewis. Who would they have gone to? It is obvious there would 
have been no point in asking Mr. Khashoggi if the money was- 

Mr. Millar. I think perhaps part of the story is told by the delay in 
which the time of the request until the Northrop officials acceded to it. 
The delay which I would assume was partly because they wanted to 
be awful sure that this was legitimate in the sense that it was. I used 
the wrong word obviously. I am sorry I did. Whether this was in effect 
a situation as reported, that whether Mr. Khashoggi put it that way 
was telling them the truth. 

Mrs. Lewis. We still do not know the answer on that one. 

Mr. Millar. No; T do not. 

Mrs. Lewis. I was wondering to whom one would address this sort 
of question. How would you try to find that sort of thing out? 

Mr. Willens. Let me say consideration was given apparently to 
raising this matter directly with the Saudi officials. 

Mrs. Lewis. This was not done, was it ? 

Mr. Willens. Wiser counsel prevailed and it was decided it would 
be inappropriate to do that in a direct way. There was consultation 
with the agent involved. Really there was no effective way of deter¬ 
mining whether the payment was necessary in the sense that it repre¬ 
sented a communication from the general*involved to the agent that 
was in fact made. There was no real way to do it. Thought was 
given to some alternative ways of doing it. ETone seemed very practical. 
After this period of time the decision was made to transfer tne money 
to the agent. 

Mi*s. Lewis. I am a lit tle struck, Mr. Willens, by your use of the word 
wiser counsel prevailing. 

Thank you. 

Senator Church. Senator Clark. 



THE ECONOMIC DEVELOPMENT CORPORATION 

Senator Clark. Just one brief line of questioning that the chair¬ 
man spent a good bit of time on. I would like to follow up a couple of 
questions on it, because it is one of the most interesting aspects of this 
• whole auestion of the Swiss company, the Economic Development 
Corp., about which we seem to know so little. 

You do hot know who the shareholders are or whether the German 
Bundestag member was a shareholder. I was under the impression the 
Northrop Oorp. actually established this corporation in 1971. Is that 
an inaccurate description of its origin ? 

Mr. Willens. I do not think that is basically inaccurate. There was 
a decision to do it. That is reflected in the documents. The means of 
doing it was left initially to Mr. DeFrancis who picked the principal 
to actually set it up in Switzerland and bring into the organization 
those people that he thought could be of assistance in the overall sales 
effort. 

Senator Clark. And the so-called function of that company, as I 
understand it, is promotion of Northrop products, is it not, or did 
they have other purposes ? 

Mr. Willens. Well, I do not believe there is anything m the con¬ 
tract, but I might lie wrong restricting them to representing Northrop 
Corp. It may well be this is a vehicle which serves as a representative 
of other companies. 

Senator Clark. You are not aware of any functions they have other 
than promoting Northrop, or are you ? 

Mr. Willens. No. 

Senator Clark.- It seems to me if Northrop runs the company, if 
their sole purpose insofar as you know is to promote Northrop prod¬ 
ucts, would it not be safe to assume that Northrop would have con¬ 
siderable leverage over getting EDC to reveal its activities? 

Mr. Willens. EDC principals and their lawyers take the position. 
Senator, that they have fulfilled their responsibility under the con¬ 
tract and they have no legal obligation to supply further information 
to Northrop under the contract. This is a matter now of negotiation 
between the management of Northrop and the EDC principals look¬ 
ing toward a revision of the contract that will meet the kind of prob¬ 
lems that we have talked about here. 

Senator Clark. You do not have the leverage at this point to require 
the kind of infonnation that you want ? 

Mr. Willens. We believe we have some bargaining leverage. Sena¬ 
tor, in the sense that there are substantial commissions which EDC 
believes are due and owing to them for service performed, and to 
that extent we are trying to work this out on an amicable basis which 
will result in either a revised contract that is acceptable to the board 
of directors or a settlement which results in a termination of the 
relationship. 

Senator Clark. Well, I am just curious, last, about whether it is 
conceivable that Northrop does not want EDC to reveal certain 
information ? 

Mr. Willens. No, sir. 

Senator Clark. You would like to have them reveal information? 



14/5 


THE EXECUTIVE COMMITTEE 

Mr. Willens. Our effort has consistently been on behalf of the 
executive committee to ascertain all the facts, whether they reveal 
illegal conduct or not. Those are our directives from the executive 
committee. Those are our responsibilities under formal court decrees 
and the executive committee or outside directors. 

Senator Clark. You are doing everything you can to get that 
information? 

Mr. Willens. Yes. 

Senator Clark. Did you not just give them $500,000 additional 
commissions very recently ? 

Mr. Wtt.lens. That was done on the basis of the discussions which 
** we had with them, Senator. It was done under a condition where the 
Board felt it had to exercise its best business judgment as to how best 
to apply the kind of leverage which the company does have, how best 
to reassure these people they were not being terminated in violation of 
a valid contract, because the interests of the shareholders did not lie, 
in the Director’s judgment, in a precipitous judgment which would 
terminate a relationship with people who appear to be honest, reputa¬ 
ble, and have performed, according to their representations meaning¬ 
ful services for the company. That was a judgment that was made 
and undoubtedly will be revisited in the course of the next few months. 

Senator Clark. Let me just quote one sentence from the report 
before turning this back. 

It says: “The company,” I am quoting, “Northrop is not interested 
in knowing how the EDO operates and who they are in touch with 
but can only measure the benefit of the EDC by sales which occur.” 

Is that a fairly accurate description of Northrop’s attitude? 

Mr. Willens. We are here speaking for the executive committee of 
the board of directors which is conducting an inquiry into this exact 
matter. It is true the people who entered into the agreement felt with 
good reason at the time that was a useful technique. Now, there were 
many, as our report demonstrates, there were a wide range of sales 
techniques used by Northrop during the past 5 or 10 years. The board 
in light of the facts it has now developed has to reassess the entire 
range of sales techniques abroad to decide which of those comport 
fully with the law and comfort with the kind of corporate image that 
Northrop wants to project. 

Senator Clark. You have not made a decision yet as to whether 
executive committee of the board of directors really approves or dis¬ 
approves the way in which your relationship with the EDC- 

Mr. Willens. I think based on the facts the records have revealed 
they feel that if this matter had been presented to them originally 
* they might have made a different kind of business judgment. They 
have obligated themselves to review each of these relationships when 
all of the facts are-in and decide which of them should be retained, 
Which should be revised and which should be terminated, irrespective 
of the legal or financial consequences of the decision. 

Senator Church. Thank you. 

THE INTERVIEW WITH PRINCE CHARAM OF IRAN 

Mr. Levinson. Mr. Willens, did you go to Iran to interview Prince 
Charam, who was the agent for Northrop, and his nephew ? 



Mr. Willens. That was one of the purposes of the trip. 

Mr. Levinson. Did you request an interview with the Prince? 

Mr. Willens. Yes. 

Mr. Levinson. Did he grant you an interview ? 

Mr. Willens. No. 

Mr. Levinson. Have you submitted questions with respect to the 
use that he made of the money that was paid to him as an agent to 
him ? 

Mr. Willens. Yes; we have submitted questions and we have some 
recent intelligence that responses to those questions may be forth¬ 
coming. 

Senator Church. Have you received the response to date? 

Mr. Willens. No; we have not. 

Senator Church. Has Siemens also refused to respond to Northrop 
to the use it made of the $1.2 million paid to it to be used to pay for 
some purpose? 

Mr. Willens. As the interim report indicates, the Siemens’ repre¬ 
sentative we interviewed gave us written assurances that the money 
was not returned to the United States for political contribution or 
any other improper purposes. However, the Siemens’ representative 
would not disclose where the money went that was paid into a Swiss 
account at its direction from the four consortium members. 

Senator Church. Then, in other words, although the examination 
is not yet completed, nevertheless you staft the executive committee 
has not found any evidence of wrongdoing under Iranian law. Is that 
statement incomplete ? 

Mr. Willens. No; the statement is not incomplete. The statement 
reflects the status of our investment at the present time. As new facts 
are brought to our attention as the final report is prepared they wilL 
be reflected in our conclusion at that time. 

Senator Cm roh. I do not know how you are going to conduct a 
thorough examination if your own agents in the field will not tell you 
what they do with the money. I do not know how you are reallv in a 
position to say it has not been used for unlawful purposes. All you 
can say, it has not been returned to the United States and you have 
been assured that in this record it has not been put to unlawful use. 
You do not know what use they have made of the money, yon are not 
in a position to testify whether or not the money has been used in a 
lawful way. 

Mr. Wtllens. We have no evidence it has been used improperly 
Senator, but you are right, we have no evidence as to how it was used 
and, therefore, the reference still remains that it might have been used 
for improper unlawful purposes. 

Senator Church. Yes. 

MR. RAYMOND CRIM OF ERNST <fe ERNST 

Well, I want to sav that because of the lateness of the hour I am not 
going to call upon Mr. E. Raymond Crim of Ernst & Ernst to testify. 
Mr. Crim has prepared a statment. That statement will be incor¬ 
porated in the record. I would like to say, however, that the Ernst & 
Ernst report has been very thorough and professional and so the com¬ 
mittee sees no reason to call Mr. Crim in view of the testimony that 
has been given this mornin" 

[The information referred to follows:] 
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Prepared Statement of E. Raymond Crim, Jr,, of Ernst & Ernst 

Mr. Ohairman and Senators, my name is E. Raymond Crim, Jr. and I am a 
partner in the accounting firm of Ernst & Ernst. I have been associated with 
Ernst & Ernst for 30 years and a partner since 1957. I have been a certified pub¬ 
lic accountant since 1949. In recent years I have been associated with the national 
accounting and auditing staff of Ernst & Ernst in the National Office in Cleveland, 
Ohio. I was placed in charge of the special investigation which resulted in th$ 
report on special investigation—Northrop Corp. and subsidiaries, dated Novem¬ 
ber 15,1974. It is that report which is the subject of my appearance here today. 

While we believe that the report speaks for itself, it might be helpful in under¬ 
standing it to know something of the background of and the methodology used in 
preparing it. 

‘At a meeting on April 29, 1974, the board of directors of Northrop authorized 
the entry of a guilty plea by Northrop to charges that it had made illegal political 
contributions. 

At its April 29, 1974 meeting, the board of directors also determined that 
Northrop’s independent auditors, under the supervision of and in consultation 
with the audit committee of the board of directors, should conduct a special in¬ 
vestigation of political contributions made by Northrop; and inquire into and re¬ 
port upon the nature and extent of Xorthrop’s relationships with its consultants, 
agents, or other such independent representatives (particularly foreign). As an 
integral part of the special investigation, the auditors were to report upon pay¬ 
ments coming to their attention which appeared to be illegal, unauthorized or of 
interest to the audit committee, and to recommend appropriate management con¬ 
trols to provide accountability for payments to such consultants, agents or in¬ 
dependent representatives. Accordingly, the board of directors initiated steps for 
an investigation of such matters by Northrop's Audit Committee, its independent 
accountants, and its outside legal counsel. 

In accordance with an agreement with the Securities and Exchange Commis¬ 
sion, as set forth in a letter dated May 17,1974, from Northrop’s outside counsel. 
Wilmer. Cutler & Pickering, to Mr. Stanley Sporkin, Director of the SEC’s Divi¬ 
sion of Enforcement, an additional accounting firm, Price Waterhouse & Co., was 
engaged to participate in the work of Ernst & Ernst. 

After intensive discussion among the auditing firms, Northrop, and its counsel, 
the outlines of the respective engagements of Ernst & Ernst and Price Water- 
house were prepared and set forth in two separate letters, dated June ID. 1974, 
to the audit committee of the Northrop Board of Directors. Those engagement let¬ 
ters and the outline of special investigatory procedures, copies of which are in¬ 
cluded as exhibits 1-1 through 1-3 to the report, were approved by the audit com¬ 
mittee on June 10,1974. - 

Pursuant to those letters of engagement and the related program of investiga¬ 
tory procedures, Ernst & Ernst, in conjunction with Price Waterhouse, com¬ 
menced the investigation into political contributions of Northrop corporate funds 
and the nature and extent of Northrop’s use of consultants, agents or other rep¬ 
resentatives, particularly those located in foreign countries. The investigation 
was, by its nature, subject to inherent limitations, as more fully explained in the 
letters of engagement and the report itself. 

The procedures employed in conducting the special investigation were those 
deemed applicable to the investigation and did not constitute an examination in 
accordance with generally accepted auditing standards. The report is based on 
data furnished from many and varied sources, and generally was not (and often 
could not be) subjected to independent audit verification. By way of illustration, 
much of the information sought existed only in the form of personal knowledge 
of individuals who were familiar with events or transactions which had occurred, 
in many cases, several years ago. In some instances, such individuals were not 
employed by Northrop or under its control, and in many instances they resided in 
foreign countries. 

Because of the restrictions inherent in the subject matter of the investigation 
and the practical limits of time; the appropriate scope of the investigation was 
subject to periodic consultation with the audit committee. Notwithstanding the 
fact that in excess of 9,500 hours of auditors’ time was employed in conducting 
the special investigation, it was still not possible to resolve each question raised 
during the course of the engagement. Accordingly, with the concurrence of the 
Northrop Audit Committee, certain matters were left for the audit committee to 
pursue. 



In view of the fact that a considerable portion of the report was based upon 
personal interviews, the report was carefully scrutinized, first by each of Ernst 
& Ernst, Price Waterhouse, and Wilmer, Cutler & Pickering and then by the 
principal officers and all of the directors of Northrop. The comments of all of 
the foregoing were taken Into account and, where appropriate, incorporated into 
the report. However, in the interest of obtaining as much objectivity as possible, 
the letters of response of the five key officers reviewing the report have been in¬ 
corporated in section VI thereof. 

In form, the report is in seven sections. The first defines the scope; the second 
discusses political contributions; the third concerns the reimbursement of North¬ 
rop in connection with those political contributions; the fifth contains recom¬ 
mendations with respect to internal controls; the sixth, as previously indjcated, 
contains the responses of certain officers to a draft of the report; and the seventh 
contains a detailed index of the report 

Section IV, which is of immediate concern here today, contains findings with 
respect to the general nature and extent of Northrop’s use of agents and con¬ 
sultants (particularly foreign ones). 

I have prepared a short supplement to this statement which highlights some 
of the investigatory procedures used in the conduct of the special investigation. 
Copies have been given to the staff and I shall not add to this record by reading 
it. 

With that I have concluded my statement, and I am ready to try to answer such 
questions as you or any member of the committee may have. 

Thank you. 

DOCU3IKNTS TO BE MADE PUBLIC 

Senator Church. All of the documents that have been made public 
that we have referred to in the course of these proceedings will be in¬ 
corporated in appropriate fashion in the record and, finally, I should 
say that through the efforts of the SEC to make certain that laws of the 
United States are being properly obeyed, these matters have come to 
light. I think that the SEC deserves credit for its effort to enforce 
American law. 

[The documents referred to are in the Appendix.] 

To Mr. Millar and Mr. Willens I want to express the appreciation of 
the committee for your appearance and for your testimony today. 

Senator Church. The^ committee will meet at 10 o’clock tomorrow 
morning. 

[Whereupon at 12:45 p.m. the subcommittee recessed to reconvene 
10 a.m., Tuesday, June 10. 1975.] 
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TUESDAY, JUNE 10, 1975 

United States Senate, 

Subcommittee on Mot/ti nation al Corporations 

of the Committee on Foreign Relations, 

Washington , D.G. 

The subcommittee met, pursuant to notice, at 10:05 a.m., in room 
4221, the Dirksen Senate Office Building, Senator Frank Church 
(chairman of the subcommittee) presiding. 

Present: Senators Church, Clark, Case, and Percy. 

Senator Church. The hearing will please come to order. 

Our witness this morning is Mr. Thomas V. Jones, who is president, 
chairman of the board, and chief executive officer of the Northrop Corp. 

swearing of witness 

Mr. Jones, would you please stand and be sworn ? 

Do you swear that all of the testimony you will give in these pro- 
ceedings will be the truth, the whole truth, and nothing but the truth, 
so help you God? 

Mr. Jones. Ido. 

Senator Church. You have a statement, Mr. Jones. If you would 
like to present your statement at this time, we will then proceed with 
questions. 

TESTIMONY OF THOMAS V. JONES, PRESIDENT AND CHAIRMAN OF 

THE BOARD OF THE NORTHROP CORPORATION; ACCOMPANIED 

BY LEONARD S. JANOFSKY, ATTORNEY 

Mr. Jones. My name is Thomas Y. Jones. I am chairman of the 
board, president, and chief executive officer of the Northrop Corp. I 
have been president of Northrop since May 1959. I am appearing 
before you today to assist your committee in whatever way I can. I am 
accompanied by my counsel, Leonard S. Janofsky, of the law firm of 
Paul, Hastings, Janofsky and Walker. 

As members of the Foreign Relations Committee, you are intimately 
aware that international relationships are complex and delicate, 
whether they involve matters of diplomacy or matters of business. The 
opportunities for error, or mistakes of judgment, or decisions which 
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in hindsight may appear questionable, are many. The opportunities 
for success, unfortunately, are many times fewer. 

Our record as a company has been in great part one of success, and 
has brought credit to American industry and to the United States. 

We also have made mistakes, as we reported last week in the interim 
report prepared by the executive comnhttee of our board of directors, 
dealing with our relationships with certain consultants and sales agents 
abroad. 

Yesterday, Mr. Richard W. Millar, the chairman of the executive 
committee of the board, appeared before you to~provide further back¬ 
ground and detail on those matters. I am confident that the findings 
of these investigations and certainly those that will emerge from your 
hearings will enable us to correct the mistakes we have made. 

While I do not have full knowledge of all the details covered in 
the report and supporting material of our special audit or the interim 
report of the executive committee of the board, as the chief executive 
officer of the Northrop Corp., I take full responsibility for all the ac- 
t ions of the Northrop Corp. 

I regret and apologize for any embarrassment that has been caused 
to the United States, and to those countries and individuals with 
whom we have had long and friendly relationships. 

The mistakes we have made will not be repeated. I pledge to you 
here today that I personally will vigorouslv implement and carry out 
such policies and recommendations as may be adopted by our board of 
directors as a result of the executive committee/s final report. 

Further, I similarly pledge to support in every way that T can new 
regulations or perhaps new legislation that may be enacted as a con¬ 
sequence of these hearings. I make this commitment because of my 
belief that Northrop’s conduct of its international business will reflect 
the highest credit to our shareholders, the concerned branches and 
agencies of the U.S. Government and our foreign customers and other 
foreign business associates. 

The information which this committee and our executive committee 
, is considering provides an insight into the conduct of international 
' sales programs. 

Each program of the Northrop Corp. is guichd by a policy 
of which I feel you should be aware. We belive that a company, in 
order to meet its obligations to its customers, and therefore to its 
shareholders, must begin with an understanding of the real needs and 
interests of the customers it is trying to serve. 

However, in each instance, our analysis and program planning must 
be predicated on the national interest and policy of the United States 
as they are known to us. We must act always in the interests of the 
United States, both by force of law as well as our responsibility as 
citizens of this country. Northrop Corp. has never sold nor 
enfold competition for the snle of its aircraft of other programs in the 
absence of official'assurance that it would serve the Nation’s mterests. 

At the same time, we must seek to understand the needs and interests 
of the various countries who are our customers. For our U.S. personnel 
to establish relationships and begin to understand the military re¬ 
quirements as well as the social, economic, and industrial patterns of 
countries around the world would be prohibitively time consuming 
and expensive, even if it were possible. 
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The difficulty is inherent in the characteristics of our products and 
business. Our products are technology intensive. They normally re¬ 
quire long leaatimes from initiation to production, as long as 5 to 8 
years for aircraft. They must be responsive to a broad and complex 
set of user requirements. This means not only the defense needs of a 
country, but also its economic and industrial conditions. Sometimes 
this calls for us to conceive a program that will combine the defense, 
economic, and industrial needs and capabilities of two or three coun¬ 
tries that are seeking to work together. 

Obviously, this cannot be even attempted without the greatest degree 
of understanding. It is apparent, I am sure, that the success or failure 
depends on sound advice and counseling, and a constant awareness 
of these shifting relationships. 

Therefore, we have sought the services of consultants who have 
specialized backgrounds, whether technical, legal, financial, or poli¬ 
tical, which enable them to provide to us an understanding of the 
fundamental requirements of those countries in order for us to better 
serve them. We do not believe in exporting simply what we think the 
customer needs. We seek instead to oring our resources and our tech¬ 
nology to meet what he feels are his needs. 

One of this Nation’s most successful programs, our F-5 tactical 
fighter, i< the product of just such an understanding. Before that 
aircraft was developed, we sought and received comments from 
many countries around the world. We heard from them; their con¬ 
cern over the rising cost and declining reliability of the sophisticated 
equipment they were being asked to introduce into their armed 
services. 

()nce we grasped and understood that very real worry—which only 
in tlie last few years has come to be recognized here in this country 
as well—we could devote our advanced technology and management 
techniques to producing a new concept in aircraft to meet those 
concerns. 

From that idea, almost 20 years ago, evolved the F-5 program. It 
has been an effective instrument of I T .S. foreign policy, through the 
military assistance program. It has subsequently been purchased by 
many countries with their own funds. This program is contributing 
sonic 82 billion to our very critical balance of payments. 

What is important here, I submit, is that this program emerged 
from the understanding that we were able to achieve only by calling 
upon the advice, counsel, and experience of consultants and others who 
were experts and authorities in many countries of the world. 

We have similarly utilized the services of sales agents and commis¬ 
sion agents in those countries where they appeared to be a necessary 
adjunct to our own marketing organization. In many cases, an estab¬ 
lished sales agent in the country is the most efficient means of achiev¬ 
ing the necessary understanding of how to structure and present our 
programs. 

On the whole, I believe this has been effective and in keeping with 
the laws and practices of the countries in which we were doing 
business. 

I am proud to state that the Northrop Corp. has earned a 
reputation and recognition among its customers in this country and 
the world as a corporation that meets its responsibilities. We have a 



152 


record of building and delivering aircraft on time and within our con¬ 
tracted costs and meeting or exceeding all our performance guaran¬ 
tees. This corporate performance is of great importance to our cus¬ 
tomers, and is a fundamental reason for the continuing growth of 
our company. This is a record of which our employees, our share¬ 
holders. and our country can justifiably be proud. 

I believe that is the fundamental strength of our company and that 
it will enable us to correct our past errors in a positive and constructive 
fashion. 

I will try to answer your questions to the best of my knowledge 
and ability. 

Thank you for your courtesy and attention. 

THE PURPOSE OF SUBCOMMITTEE’S HEARINGS 

Senator Ciiurcii. Thank you, Mr. Jones, for your statement. 

I think that you recognize, certainly your statement reflects it, that 
it has never been the purpose nor has it been the practice of this 
committee to harass executives of large companies nor to single them 
out except as it may be necessary to lay the essential facts of a prob¬ 
lem before the committee. And I think in fairness to Northrop we 
must recognize that particular problem we are inquiring into was not 
confined to Northrop alone and that, therefore, your case is to be 
regarded as a representative case of the problem that exists. 

Would you agree with that statement? 

Mr. Jones. I obviously cannot speak for other corporations but cer¬ 
tainly we want to have our company examined if it can be helpful to 
this committee’s work. 

GERMAN PROCUREMENT PRACTICES 

Senator Church. Well, beginning on page 86. of the documents re¬ 
leased by the subcommittee 1 you state vhat in 1966 you were, and I 
quote, “visited by a high official of the German Defense Department, 
accompanied by a member of the U.S. State Department, and they 
informed me that in investigations in Germany on the procurement 
practices had indicated that Northrop was put to a disadvantage over 
other American competitors through illegal activities and influence 
on the part of others. The purpose of the visit was to assure me that 
they had complete evidence of this having kept Northrop from ob¬ 
taining business.” 

Now, do you recall who these two officials were ? 

GERMAN INVESTIGATION OF DEFENSE PROCUREMENT PRACTICES 

Mr. Jones. The exact title I would have to get for you. I believe it 
was the public prosecutor who had to do with Der Spiegel scandals 
investigating defense procurement. 

Senator Church. The German who was investigating defense 
procurement, you say ? 

Mr. Jones. In Germany. 


1 See appendix, p. 393. 
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Senator Church. In Germany ? 

Mr. Jones. Yes. 

Senator Church. Can you supply his name for the record? 

Mr. Jones. I will. 

Senator Church. And who was the State Department representa¬ 
tive? 

Mr. Jones. I will have to supply that also. _ 

[The information referred to follows:] 

The German official was Mr. F. J. Rath, a member of the German Ministry of 
Defense. He was accompanied by Mr. Richard Fromsdorf, also of the Ministry 
of Defense. They were from the section of the German ministry that deals with 
industry relations. There was a third person with Mr. Rath and Mr. Fromsdorf 
by the name of Fred Bauer. I do not know his title, position or nationality. I 
was under the impression that he was from tne State Department, so I had an 
inquiry made of that agency. I am told that the State Department has no record 
of a Fred Bauer. I, therefore, must assume he was not a member of the State 
Department and I do not know who he was. 

Senator Church. Further along in the same paragraph you state 
that— 

During their visit they stated rather directly they were surprised that we were 
not more knowledgeable than we were in our relations with the German govern¬ 
ment in the procurement area, the implication being quite clear that our office 
in Germany was not doing its job. 

That is the end of the quote. 

Did you infer from this comment that these officials were advising 
you to emulate your competitors in the field of illegal activities and 
influences. 

ill*. Jones. Not at all. 

Senator Church. What did you infer? 

Mr. Jones. Well, our office at that time was aimed almost totally at 
the German military, lesser to the Defense Department. It was a direct 
fact the man that was in the office was an ex-officer of the German air 
force and so, therefore, we had a very good knowledge of the military 
requirement at that time and very close rapport, ability to present a 
product. But the other departments of government that were required 
to approve procurement and needed to understand what we were of¬ 
fering, we simply had no coverage of at all. 

TIIE ROLE OF MR. DE FRANCIS IN WEST GERMANY 

Senator Church. Now, shortly after this visit you retained Mr. 
DeFrancis to advise you in your dealings with West Germany; is that 
correct? 

Mr. Jones. That is correct. 

Senator Church. At the time that you retained him, was Mr. De- 
Francis employed by the German Government ? 

Mr. Jones. I believe he had a relationship as counsel, yes, for the 
Embassy. 

Senator Church. Did you feel that there was any conflict in his 
beiiifr employed by you and the German Government ? 

Mr. Jones. Not from my point of view. He assured me he had asked 
the proper people in the German Government and had received ap¬ 
proval from them. 



Senator Church. Over the next 8 years how frequently did you have 
occasion to speak to Mr. DeFrancis ? 

Mr. Jones. Oh, very frequently. I suppose once a week, many times 
once a day. 

FAILURE TO INFORM! NORTHROP’S BOARD OF DIRECTORS 

Senator Church. Did you ever inform Northrop’s board of direc¬ 
tors that you had employed Mr. DeFrancis and in what capacity you 
had employed him ? 

Mr. Jones. I do not believe I informed them. 

Senator Church. Why not? 

Mr. Jones. Well, our company conducts obviously much business 
and the hiring or procuring of goods and services was not a normal 
thing that we would present to our board at that time. 

Senator Church. Are you saying that the way Northrop employed 
foreign agents to promote the sale of aircraft to foreign governments 
was not the kind of matter that you took up with the hoard? 

Mr. Jones. That is right, at that time. It is the kind of matter we 
are taking up with the board now, I can assure you. Our practice was 
to have the operating unit that had the responsibility for sale, the 
most directly involved in the picking of the agent/. 

Senator Church. Would you explain how Northrop first entered 
into an agency relationship with the Economic Development Corpora¬ 
tion, EDC? 

Mr. Jones. Yes. And if I could take mayln? minutes- 

Senator Church. Yes; of course. 

Mr. Jones. Because to understand EDC it requires it. 

We were a California company at that time with maybe 400 million 
dollars’ worth of business trying to sell in many countries. We had 
determined that we would try to enter the foreigp market. We had a 
problem in qualifications of our pei*sonnel as well as financial. We 
could do a good job of presenting our product as to quality, schedule 
and cost, we had no problem taking our story of the quality of our 
product because that is the basis for any sale. It begins there. And 
without it you cannot and should not make a sale. But in the other 
area of being knowledgeable of the attitudes of other parts of Gov¬ 
ernment, whether it is budgetary, whether it is policy, defense budget 
going down or going up, what other aspects that relate to the procure¬ 
ment of our product, we were not equipped well to do. 

Now we had choices. One would be to establish an office in the coun¬ 
try. It costs us roughly $500,000 a year for an office to maintain and we 
find that many times this office is not the best way to obtain this kind 
of coverage, so we sought a way where a company of our size could 
have the ability to reach the other areas of government and our cus¬ 
tomers in an economical way yet effective wav. So when Mr. DeFran¬ 
cis was hired we actually closed our office in Germany down, increased 
our coverage from California on a product lev el, engineers made more 
trips. executives made more trips. At the same time I asked Mr. De- 
Francis is there a way that we can provide coverage in these other 
areas, and it was at that time we first contemplated and his suggestion 
was many of these people who can be most helpful, rather than being 
employees of the company would rather work either as independent 
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businessmen or on a commission basis, and then early at that time I 
asked that we start considering such an arrangement. 

It did not develop into EDC until 1969. We had an exchange of try¬ 
ing to work. 

In 1969 when it looked like our F-5 line was going to go down we 
had nothing else to fill it. We were trying with our advanced airplane, 
the 530. We needed to extend that line. Maybe there was a chance of 
getting funding in Germany or other countries of Europe to the actual 
improvement of the airplane, and it was at that time we would need 
such people and help, and I asked Mr. DeFraiicis if he could formu¬ 
late a way of enabling us to hire this kind of help, bring to bear this 
kind of help. And it was worked out on a commission basis so that the 
cost to Northrop would be less, if he were not successful. If we were 
successful it could be paid for out of proceeds. That way we could 
afford broader coverage and better coverage than we could have on 
a hired basis. 

TERMS OF AGREEMENT WITH EDC 

Senator Ciiurcu. Under the terms of the agreement entered into 
with EDC- 

Mr. Jones. Yes. 

Senator Church. Payments to EDC were mandatory in the case of 
the direct sales of the F-5 airplane fi*om Northrop to foreign govern¬ 
ments, regardless of what EDC had done to produce the sale. Is that 
not so ? 

Mr. Jones. That is the wav it turned out. 

Senator Church. Well, that was the way the contract was written. 

Mr. Jones. That is right. 

THE PRINCIPLES OF EDC 

Senator Church. At the time the company entered into this rela¬ 
tionship did you know who the principals of EDC were? 

Mr. Jones. I did not know who they were. I did not know who they 
were going to be. EDC was an organization set up to be able to hire 
and to be able to bring to it those people who qualified in each country 
to do whatever job. 

Senator Church. Well, on page 246 of the documents, in a note 
from Northrup general counsel, you say, and I quote, “I don’t recog¬ 
nize the signature on the EDC contract but I guess it is one of those 
European lawyers who was present.” 

Do you not find it strange that as the president of Northrup you 
apparently did not know the name of the president of the corporation 
to which you had commited iy 2 percent of your company’s receipts on 
all direct sales of the F-5 worldwide ? 

Mr. Jones. No; I was assured it was a corporation registered in 
Switzerland for the purpose of employing and cringing to bear prin¬ 
cipal activists who would not be the officers of the corporation, they 
merely were a mechanism to allow these people to be hired and paid. 
So that was not unusual. 

Senator Church. In other words, the actual agents who were hired 
to promote the sale of the F-5 aircraft were to be hired by this corpora¬ 
tion. You would not even know who they were, would you, necessarily ? 



XOHTJ mop’s EXPECTATIONS OF THE EDC 

Mr. Jones. Right. And that was a great weakness. At the time we 
set this up you have to remember the situation. I was expecting a 
relatively low number of sales of the F-5 extension. I was not expect¬ 
ing it to be a big thing. This was a mechanism that would allow us to 
pay individuals of high quality that would represent our interests. 

In any new structure we have I will insist that ahead of any activity 
in any country that we approve of the individuals. 

I counted on Mr. DcFraneis’ judgment in this case. 

Senator Church. Well the document suggests that you knew just 
what you were doing, and I would think with a commitment on the 
part of the company to pay such a large potential fee to this corpora¬ 
tion. that you understood fully the arrangement and why you were 
entering into it. 

For instance, on page 231 of the documents you state in a letter to 
Orim, EDO is so structured that, and I quote, “it is able to advance 
the cause of Northrop in the sale of the International Fighter, not 
only on the basis of <*orifidenfialitv but also uniquely independent of 
any Northrop connection. This principle provides a wide degree of 
flexibility iu procuring the beat people for the particular assignment 
at hand arid, in many instances, enables the securing of persons who 
otherwise could not l>e directly involved for variant reasons with 
Northrop as such.” 

THE ARRANGEMENT 

Now. did you not design this arrangement to provide an opportun¬ 
ity for Northrop to indirectly employ either Government officials, or 
highly placed private citizens of foreign governments who would be in 
position to influence the decision of their respective governments? 

Mr. Jones. Certainly not government officials in the sense of some¬ 
one in a procurement process or bribery or anything of that nature. 
It was to be able to have the services of individuals who liked to re¬ 
main independent. Many of the people especially in Europe, of a level 
we are talking about, do not like to be employees of companies; they 
would l ather keep their personal identity and would like to share on a 
percentage basis rather than take salary. They simply would not be 
interested in being part of our sales organization but they would be 
interested as independent businessmen to help us. 

Senator Church. That is a very strange arrangement. It certainly 
does not represent normal business practice, does it? 

Mr. Jones. I think in Europe, especially, and other countries, asking 
for the services of businessmen who are engaged otherwise in business, 
bankers, or what have you, to help you, who understand the various 
levels of government, is not unusual. 

Senator Church. No; but that is not really what EDC was doing. 
It was not helping you to understand. You did not- even know who the 
agents were. It was just getting you business, by methods which were 
not reported to you by people who were not known to you. 

That is not a normal way of doing dusiness. I can not believe it is 
normal in Europe. I know it is not normal in this country. 

Mr. Jones. I am sorry, I do not- 

Senator Church. This is quite different than hiring an agent that 
informs you of the procedures, the practices, in a given country, 
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procurement practice. This is a corporation that was set up in such 
a way that you did not have to know what thev were doing. You did 
not know who they were. All you knew was that if it sold F-5 air¬ 
craft you would pay them one and a half percent of the profit and 
one-half percent of the contract as a fee. That* is not a normal way 
of doing business. 

Mr. Jones. Can I clarify that ? 

Senator Church. Yes. 


Tin; creation or EDO 

Mr. Jones. You must understand that KDC was set up ror a pur¬ 
pose. EDO was set up for a purpose. 

Senator Case. May I suggest your corporation created or asked 
for it to be created? 

Mr. Jones. Yes, sir. 

Senator Cask. You got lawyers to do that for you; is that it ? 

Mr. Jones. Mr. DeFraneis was a lawyer and I asked him to set it 
up so that it would provide an ability for us to hire, as required, and 
compensate on a commission basis individuals that could t>e helnful. 

Senator Case. EI)C was a corporation under the laws of what ? 

Mr. Jonk8. Switzerland. 

Senator Case. And so it was incorporated under Swiss laws? 

Mr. Jones. Yes, sir. 

Senator Case. And shares of stock were held by whom? 

Mr. Jones. I can not give you the precise- 

Senator Case. What was your general understanding? How many 
shares were issued ? 

Mr. Jones. I do not know. 

Senator Case. Was it just a dummy? Was it just an entity created 
for various purposes of the kind that you have been talking about to 
the chairman. 

Mr. Jones. In a sense it was, as I understand it to be, an office through 
which the contract could be held and the services would then be per¬ 
formed by individuals who would either be consultants to this orga¬ 
nization, they could be owners- 

Senator Cask. By this organization you mean, too, EDC? 

Mr. Jones. Yes, sir. It was a way to be able to employ individuals 
on a contingent fee basis as they were required to be employed to 
make sales of our airplanes. 

Senator Case. I think I have a general idea. If I am wrong tell 
me. This would have been John Jones and not EDC? 

Mr. Jones. Yes, sir. 

Senator Cask. But you decided to have a corporation. 

Did Northrop own the shares of stock ? 

Mr. Jones. No. 

Senator Cask. Did you own any ? 

Mr. Jones. No. 

Senator Case. Did anybody in the company that you know of? 

Mr. Jones. No, sir. 

Senator Case. Was it held by lawyers just as a little group of 
lawyers, the way some of us used to do when we were kids, in law 
offices with your dummy stockholders and officers, is that the kind of 
arrangement? Were there any substantial amounts of stock issued? 
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STOCK AMOUNTS IX EDO 

Mr. Jones. I would have to get you the amount. 

Senator Case. What is your understanding ? 

Mr. Jones. My understanding is it was 50,000 Swiss francs was the 
i ncor porat ion—— 

Senator Case. That is not much, is it? 

Mr. Jones Xo. 

Senator Case. So it was a nominal- 

Mr. Jones. They did not have the assets. 

DIUECTOKS OF EDO 

Senator Case. Did they have directors? 

Mr. Jones. Yes. 

Senator Case. Who were they ? 

Mr. Jones. Mr. Froriep anct Mr. Isler and one other. I can provide 
that, 

[The information referred to follows:] 

Information in our files indicates that the owners of the stock of the corpora¬ 
tion at the time of formation were Andreas Froriep, Rudolf Kleiner, and I. Isler. 

Senator Case. In general, it would be fair to describe this as merely 
an entity created by Northrop? 

Mr. Jones. Yes, sir. 

Senator Case. For its convenience? 

Mr. Jones. That is right. 

Senator Case. And really subject to its orders? I see. 

So it did not have any substantial existence. That is what I am 
talking about. 

Mr. Jones. Xo. 

EDC'S FEE 

Senator Case. In the normal sense of a corporation doing business 
and making money for its stockholders and distributing dividends and 
engaging in business other than the business of acting as a person or 
an entity to procure advice and consultation and other services for 
which it received this flat fee based on performance, in effect. 

Mr. Jones. It is not a flat fee. It is 1*4 percent. 

Senator Case. I know. 

Mr. Jones. It ended up at half a percent. 

Senator Case. Yes. And what did it do with its money? 

Mr. Jones. Well, that would go to the individuals who were actually 
performing the work. 

Senator Case. That was pretty well understood then? 

Mr. Jones. Yes. 

Senator Case. That whoever did the work would share in some 
way in it ? 

ilr. Jones. Absolutely. That was the purpose. It was a mechanism 
that would permit a team of individuals, two, three or four, in a 
country who would act for Northrop. The purpose of creating an 
environment that would allow the acceptance of our aircraft obviously 
after it had been selected from a quality schedule and cost point of 
view; but to make sure that it had an opportunity to pass through 
all of the other approvals that are required in Government. 
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PAYING THE EXPENSES OP EDO 

Senator Case. Who paid the expenses of this company? 

Mr. Jones. To come out of their own pocket. We advanced the 
$200,000 at formation. 

Senator Case. As an advance against future- 

Senator Church. IIow much additional money did you put into 
the corporation ? 

Mr. Jones. Well, just in the last few couple of months $500,000. 

Senator Church. So Northrop has put $700,000 into the corpora¬ 
tion all told? 

Mr. Jones. Yes, sir. 

THE EARNINGS AND EXPENSES OP EDC 

Senator Church. Ancfis it not true also that the 50,000 Swiss francs, 
which represented the stock in the formation of that corporation, 
has earned its stockholders over $2 million ? 

Mr. Jones. No. You do not know the expenses that they have 
incurred. 

Shall I say at the outset that this was set up for the purpose of 
having a mechanism to support sales of our F-5 airplane. 

Now, the way it turned out- 

Senator Case. I commend you for not using the word vehicle. 

Mr. Jones. And I felt that we had control through the fact that 
only the company could originate the contract and we had sole dis¬ 
cretion on indirect sales. And the way it turned out, the chances of 
selling the Dash 21 became very small and did not happen, but when 
the F-5E was financed by the TT.S. Government we changed the char¬ 
acteristic of EDC but it still served in that capacity. 

I will say in retrospect we should have specified at the outset that 
before any effort started in any country, only after an approval by 
Northrop, not only of the nature of the effort but the individual who 
would be involved in that effort. In other words, approval ahead of 
time and with a reporting system, a reporting system that would be 
monthly or so and make a report back. 

THE JACK OF A REPORTING SYSTEM 

Senator Case. You did not have that regularh’ ? 

Mr. Jones. No. 

Senator Case. You llo not know where the money went in any case— 
in no case. 

Mr. Jones. No. Well, I do not know the disposition of the funds from 
EDC, no. 

Senator Case. In any case, in any country, or on any contract? 

Mr. Jones. That is right. 

Senator Case. You do not? 

Senator Church. That was the purpose, was it not ? 

Mr. Jones. No. 

TIIE LOCKHEED ARRANGEMENT 

Senator Church. Was this whole arrangement not patterned after 
the Lockheed arrangement? 



Mr. Jones. Well, Mr. DeFrancis kept speaking of it as a Lockheed 
arrangement. 

Senator Church. Yes. 

Mr. Jones. I cannot vouch for really- 

Mr. Levinson. You had a copy of the Lockheed contract ? 

Mr. Jones. Yes, sir. 

Mr. Levinson. So you knew what the Lockheed arrangement was, 
and it was patterned after the Lockheed arrangement. It was not that 
DeFrands said so, you had a contract to refer to. 

Mr. Jones. That is right. 

But how they had their reporting system, how they understood what 
they were doing, I cannot speak for. I am only speaking for Northrop. 
We have a contract. 

Senator Church. Your contract with EDC was patterned after the 
Lockheed contract? 

Mr. Jones. Yes. 

EDO’s CLAIMS IN COMMISSIONS 

Senator Church. Is it true that EDC claims $3.1 million in commis¬ 
sions from the Northrop Co. ? Or has it? 

Mr. Jones. We have full power, under the contract, the discretionary 
power, to determine on indirect sales, which is those made through the 
U.S. Government, as to whether the commission is payable or not. We 
have not exercised that discretion and will not without absolute proof 
of value received and will investigate after the fact. I am saying it was 
a fault. It should have been before the fact. But after the fact, the 
quality of the work that they have done. 

Senator Church. But on the direct sales the contract stipulated that 
you paid the fee regardless of what they may or may not have done to 
promote the sale? 

Mr. Jones. It was anticipated that we have no direct sales of F-5E, 
and that is why it was allowed to stand. But we have had some. And 
to that extent i admit it was a windfall. 

Mr. Levinson. They claim in excess of $3 million in commissions 
from EDC, do they not ? 

That is what EDC claims is owed to it on the basis of direct sales 
today ? 

Mr. Jones. No, no; direct sales, I think, in the neighborhood of $1 
million. 

Senator Case. How does EDC have a mind to make a claim, have a 
personality to make a claim ? Who is it? 

Mr. Jones. Froriep is the president. It is organized, it is a corpora¬ 
tion under Swiss law, and they as an entity can make a claim. Now, 
we are bound to pay the direct sales but not the indirect. 

THE NORTHROr/EDC RELATIONSHIPS 

Senator Case. We really want to find out what this thing is. It Avas 
created at your direction ? 

Mr. Jones. Yes, sir. 

Senator Case. For your purposes ? 

Mr. Jones. Yes, sir. 

Senator Case. It does not report to you what it does with the money 
but it makes demands on you. 
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Mr. Jones. The purpose of EDO again was to allow a mechanism 
to hire and compensate individuals in various countries to help 
augment. 

XORTHROp’s DIRECT SALES EFFORTS 

Senator Case. Militarily, culturally, economically, politically, and 
et cetera. In other words, to get the business ? 

Mr. Jones. That is right. To complement the efforts of our market¬ 
ing department who are especially good at selling the products but 
not necessarily selling the corporate name and the overall qualifica¬ 
tions of the corporation. That is the sole reason for it. 

Senator Case. Now, did Mr. DeFrancis get paid ouside of EDC ? 

Mr. Jones. Yes, sir; he was paid as a consultant to Northrop. 

AIR. DE FRANCIS* RESPONSIBILITIES TO NORTHROP 

Senator Case. So he was in effect directly responsible to you for his 
actions ? 

Mr. Jones. Yes, sir. 

Senator Case; He directed EDC, the activities of EDC ? 

Mr. Jones, It was. He would be my liaison, and this was the area 
where I think our organization was weakest, and I want to admit it. 
That is where it fell down. I believe it was not a good arrangement 
because there was not—I counted on Mr. DeFrancis, I felt that he was 
a good liaison between these individuals. I think at the present time 
it would have been much better, in fact, if we have them in the future. 
It will be only under strict definition of effort in each country and 
naming who the individuals are, but the contract mechanism can stay 
the same. 

Senator Ciicrctl Senator, may I just- 

Senator Case. Please go ahead. 


the PROPRIETY OF SETTING UP SUCH CORPORATIONS 

Senator Church. When you say if we have these corporations in the 
future, you will at this time interrupt your reporting requirements, 
supervise the actual service rendered more closely than you have in the 
past. Does that not really miss the question entirely ? Is it not the ques¬ 
tion of propriety of setting up a corporation for the purpose of obscur¬ 
ing the connection that these corporations have with Northrop ? There 
is no other reason for having an arrangement whereby you do not 
know who is being employed or what they are doing. 

^ ou say in your own documents that the purpose for this arrange¬ 
ment is to allow a corporation to engage people who do not want their 
connection with Northrop known. Is that right ? 

Mr. Jones. No; I do not think it is. 

Senator Church. I do not think it is right either. 

Mr. Jones. I agree with that. You must know in many countries con¬ 
fidentiality m business arrangements has a higher value than it does 
m this country. As far as I am concerned, if someone will not wear the 
.Northrop label when he is representing Northrop, I do not want him 
representing us. I would agree with you. 

Senator Church. I hope you might be able to put an end to these 
practices. Perhaps you can start a new trend in the business. 
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Mr. Jones. I want you to know we did not use EDC much. That is 
the point I am trying to make. It was set up to do something we did 
not do. 

mr. de Francis’ reporting to Northrop 

Mr. Levinson. Mr. Jones, on page 194 of the documents that the 
subcommittee released, you just said that you looked to DeFrancis to 
report to you. DeFrancis said that “Jones and Northrop are not look¬ 
ing for feedback from EDC but only the results that are accomplished. 
Hence, while DeFrancis is in regular contact with Jones and advising- 
him on a number of matters, he has not reported back to him on EDC’s 
operations.” 

He stated further that EDC does not report back to him. Thus he 
said it had been a long time since he had any contact with EDC or its 
representatives until Froriep’s visit, being head of EDC, when he came 
to point out he was unhappy they had not as yet received any percent- 
age payments. 

This distinction that DeFrancis made—this is to Criin, the auditor, 
a memorandum of a conversation with DeFrancis—tikis distinction 
that DeFrancis made is to keep in mind, for as mentioned above, no 
one is looking for information back from EDC and consequently there 
is no continuing contact by anybody in the comjmny with any of their 
representatives. The company is not interested in knowing 1k>w EDC 
operates and who they are in touch with, but can only measure the 
benefit of EDC by sales which occur, and then only indirectly because 
they do not know whether it is their own efforts or EDC’s efforts that 
created the sales benefit. 

MR. JONES’ CONTACT WITH DR. FRORIEP 

Let me ask you, have you personally been in direct contact since 
March of 1972 with Dr. Froriep, or anyone else who is a stockholder 
or executive of EDC, with respect to EDC’s operations? 

Mr, Jones. No. 

Mr. Levinson. Have you written letters to EDC, advising them that 
you are pleased with what they are doing in one country as opposed 
to another country ? 

Mr. Jones. I dia write a letter. 

Mr. Levinson. A letter or letters? 

Mr. Jones. I believe one. - 

Mr. Levinson, And do you know to whom this letter was addressed 
and when ? 

Mr. Jones. Dr. Froriep. I cannot give you the date right now. I 
think it was a year ago. 

Mr. Levinson. This was not done through DeFrancis, this was done 
by you directly through EDC ? 

Mr. Jones. Yes, sir. 

Mr. Levinson. Were you advising them you were satisfied with 
their activities in some countries and not satisfied in others? 

Mr, Jones. It was hand-delivered. It was directed—it was hand- 
delivered by DeFrancis, I understand, to the people. They were con¬ 
cerned that about the fact that I had not settled on the commissions 
due on the indirect sales. 
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Now, I have to say this question of DeFrancis saying that he dicl 
not have a connection with us is a technical answer. The organization, 
EDC, and Froriep is an entity but individuals within EDC that have 
been named, Dr. Bach, for instance, and Benehum, were consulted 
by DeFrancis quite frequently. 

EDO AND STOCKHOLDERS 

Senator Case. Could I just see if I understand this as far as you 
know what this EDC thing was. None of these people were stock¬ 
holders who were retained as consultants? 

Mr. Jones. I think they had in mind they could be stockholders. 
It was up to them, the arrangement withih EDC, whether they were 
compensated by stock or as consultants. 

Mr. Levinson. DeFrancis told you that the whole point was they 
were to be . . . stockholders. 

Let me read to you from 234: “In this regard, the Board of Directors 
have agreed that the stock of the corporation is to be used as incentive 
bonus for foreign personnel that it retains to act on its behalf in addi¬ 
tion to basic retainer salaries.” 

So the basic mechanism was that they are funded by Northrop, 
1 y 2 percent of the sales, on direct proceeds of the sales, and they used 
the stock to compensate the people who they contract, and you do not 
know who ft is they contract or what the people they contract do? 

Mr. Jones. I know Dr. Bach and Mr. Benehum, who I have recently 
seen and was told they were working in behalf of EDC and was told in 
writing, and I knew of Benehum’s work. I knew his father and his 
very high quality company that represents other American companies. 
Dr. Bach, I knew by reputation. And they were given as an example 
of the quality of people that were working. 

Senator Church. The quality of people, or some of them. You do 
not know all of them ? 

Mr. Jones. No. 

Senator Church. You certainly did not know in detail what they 
were undertaking to do. You knew they were working on behalf of 
Northrop. Is that right ? 

Mr. Jones. That is right. I am saying from here on in I think that 
was a definite weakness. 

EDC AND OTHER CUSTOMERS 

Senator Case. Did this company, as far as you know, have any 
other kind of customer in your general position in relation to it? 

Mr. Jones. Not as a company. Well, I do know that several of the 
individuals—Benehum has other clients, and Bach- 

Senator Case. Some of these were competitors of yours, were they 
not, in the same general lines of business ? 

Mr. Jones. Not necessarily. 

Senator Case. Not necessarily. But some of them happened to be. 

Mr. Jones. I do not know. Dr. Bach works for the Siemens Corp., 
who we are a partner with in Iran. We do not really compete with 
Siemens, the big German electronic firm, but he works for them. I 
do not know of a competition. 





Senator Case. Did any of these individuals whose names you have 
just mentioned, or the entity that were retained by EDC, happen to 
share in the stock bonus plan ? 

Mr. Jones. Of my personal firsthand knowledge, no. It was my 
understanding that they did, but I could be incorrect. 

EDO'S ASSETS 

Senator Case. This company did not have any assets, did it? 

Mr. Jones. No, other than the incorporating— 

Senator Case. Other than its ability to do business with and for 
3*ou ? 

Mr. Jones. That is right. The contract was its assets. 

Senator Case. You never had any stock, either directly or through 
nominees, or anything like that? Nobody in this country connected 
with your company was ever a beneficial owner ? 

Mr. Jones. We expressly forbid the shares to be held by Americans 
once the F-5E was developed that was financed by the U.S. Govern¬ 
ment. 

Senator Case, What is that? 

the “real reason” for forming edc 

Mr. Jones. When the Dash-21, which was the real reason for form¬ 
ing EDC, did not work, the F-5E, international fighter, was con¬ 
tracted for by the U.S. Government for Southeast Asia. When that 
happened we also had a commitment to try to offer it to other coun¬ 
tries around the world. We expected only 325 total sales. That was 
the number originally contemplated and it turned out to be many 
times more than that. 

Senator Case. Hoav did you figure on the percentage rate ? 

Mr. Jones. It followed the practice of several other service-type 
commissions that we learned about: iy 2 percent for the first $15 mil¬ 
lion, 1 percent for the next $35 million, then three-quarters, then it 
ended up anything over, I think, $70 million was a half percent. On 
a typical sale of 50 airplanes, $100 million, which might take 5 years, 
EDC would get, say, $1 million, $200,000 a year, which incidentally 
is half the cost of an office in that country. It was the economics of 
having people willing to work on a commission basis rather than us 
have to spend money in the marketing department. This was one of 
the main reasons for setting up. 

Senator Case. Did officials of Northrop in this country have any 
authority to, or did you ever attempt to direct EDC to make payments 
of money ? 

Mr. Jones. No. - 

Senator Case. Either to foreign persons or to return money to this 
country for purposes- 

Mr. Jones. No, sir. 

Senator Case. You did not ever do that ? 

Mr. Jones. No, sir. 

Senator Case. Never attempted to ? 

Mr. Jones. No. 
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Senator Case. Were you ever asked for more than the percentage 
rates established in the contract ? 

Mr. Jones. No, sir. 


REDUCING PERCENTAGE RATES 

Senator Case. Did you ever try to reduce them on the ground in a 
particular case they were not earned ? 

Mr. Jones. That is our negotiation right now, that we have to sit 
down with them on the so-called discretionary, which is the largest 
portion. 

Senator Case. What is discretionary ? 

Mr. Jones. That means under the contract if a sale is made through 
the U.S. Government, foreign military sales, it was the sole discretion 
of Northrop whether a fee would be paid EDC. 

In this case they would have to demonstrate, clearly demonstrate 
that services that were rendered were beneficial. If not, we would not 
pay them a commission. 

IDENTIFICATION OF BRIBES AND KICKBACKS 

Senator Percy. Following that up, didn’t they when they identified 
such a cost and expense, did they ever identify to you any moneys that 
were by our standards today improperly paid as bribes, kickbacks or 
whatever it may be? 

Mr. Jones, No. 

Senator Percy. Did you ever suspect, following Senator Case’s line 
of inquiry—did you ever suspect or believe that such payments were 
made and just did not want to know about them ? 

Mr. Jones. Absolutely not. I do not believe they were, as a matter 
of fact. 

Senator Percy. Did you, or did you not, ever inquire or ask your 
agents as to whether they had to, in order to obtain this business? 

Mr. Jones. Well, in memoranda that preceded the formation of 
EDC, I was going over them, I expressly had said that there should 
be no violation of legal, ethical, moral or any practice in any country 
they were operating in, in the memorandum. I cannot recall whether 
this got into the contract. 


Lockheed’s denial 

Senator Percy. Could I ask one further question at this point re¬ 
lating to a question that went on before. 

Lockheed, through a spokesman, as reported in the Washington 
Post this morning, denied that they operate in that way. They said: 

We have never established or ran an EDC type operation, the type apparently 
operated by Northrop. 

I cannot figure out why Northrop keeps comparing its foreign operations with 
Lockheed’s. 

Now, would you care to respond. They have been very specific in 
absolutely denying they had anything like this and yet this is a Lock- 
heed-type operation, as it has been described to us. 

Now, can you fill us in on the detail of this conflict between these 
two companies? 



Mr. Jones. There has 6een so much conjecture in the press and 
otherwise, its very hard to be able to separate out conjecture from 
fact, and I believe I would disassociate myself from what I heard we 
had done, too. 

I think the Lockheed idea came from two things. And this was 
somewhat of a conjecture. But I think in the sale of 104’s they used 
Economic Development Corp. in Frankfurt for it. The Contract was 
taken by that corporation and then passed on to Lockheed. 

Also, I believe the form of the contract came from a commission 
agent agreement that Lockheed had perhaps for another purpose. 
You never know what the real objective of that contract may have 
been different from out's. I think the main Lockheed type keeps coming 
up. 


Lockheed’s contract form 

Mr. Levinson. Perhaps to clarify this, you have a copy of the docu¬ 
ments which the subcommittee released. I would refer you to page 190 
in which it states very explicitly: 

We indicated to Mr. DeFrancis that we had copies of the signed agreement. He, 
DeFrancis, said, that this 9/22/69 agreement was identical to a Lockheed ar¬ 
rangement and that he and Mr. Jones had prepared it jointly. He showed us 
the lx>ckheed agreement from his flies; it was a weak Xerox copy with pencil 
changes to reflect Northrop instead of Lockheed as one of the participants. He 
said that this was the Lockheed Starfighter (F-104) type arrangement. He 
talked at length about the Lockheed arrangement as being one that could change 
the “dismal experience’' of Northrop in obtaining contracts overseas. He com¬ 
mented about the fact that up to that point in time the return on Northrop’s 
effort was quite low in the amount of time and money expended. Thus, the Lock¬ 
heed arrangement was considered as a solution to this experience. Throughout 
the conversations Mr. DeFrancis spoke highly of the Lockheed-type arrange¬ 
ment (which is what the CED contract is) : and said he would recommend it 
for use in connection with the FY-17, if that goes into production. 

There is nothing vague about it, it is very explicit. 

Mr. Jones. The form of contract, yes, but I was trying to say you 
can have a contract with an organization but you can have an activity 
of the organization under that contract, and maybe they are alluding 
to the fact that this activity under this contract as they understand 
it from the press, they did not have anything like it. Mr. DeFrancis 
did say that to me and I accepted it. But I first hand cannot tell you 
how they operated under that contract. I was shown a contract which 
did have Lockheed on it and it had a form, but what I am trying 
to say, there is a difference between a contract and the way an opera¬ 
tion may- 

Senator Percy. When you say a Lockheed-type arrangement, if you 
are taking a Xerox copy of an agreement, scratching out Lockheed 
and putting in Northrop, and conforming the thing exactly that 
same way, it seemed quite clear this is what you are setting- 

Mr. Jones. The fee structure, the mechanism was identical. 

NORTH hop's INABILITY TO OBTAIN OVERSEAS CONTRACTS 

Senator Percy. Had you had a frustration in not being able prior 
to the 15 years overseas experience you had in not being able to really 
land overseas contracts and, this was impairing your business, and 
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that you as a management, wondered why and began to study the 
arrangements of some of those who had been more successful ? 

Mr. Jones. Precisely. 

Senator Percy. Of course, that would be the most natural possible 
thing fo do. 

Mr. Jones. Precisely. 

USING THE LOCKHEED TECHNIQUE 

Senator Percy. What did your "analysis show at the time as a man¬ 
agement group—and I presume there are a number of you that studied 
it. Was it simply that they had the service, the knowhow, the experience 
abroad? Because it seems from the testimony and comments of some 
of these agents overseas they did not know an airplane from the nose 
to the tail. It was how to do business. It was a technique and experience 
that they had. How to get in. And is any part of that, in other words, 
it is not technical know-how and knowledge by that definition, it is 
really a technique of another kind, and that is really the essence of 
what we are trying to get at. 

Did you in your analysis at the time discover that certain other 
companies were buying this business in a way that you simply could 
not get in, that you could not compete ? And I am speaking, Mr. Jones, 
very frankly because I went against this for 25 years in handling 
the overseas business for our company and I was headup against it 
time after time. You simply could not get the business because some¬ 
one else had a technique that was far better than the one we were 
operating under, and we simply could not get it, and it was very, very 
frustrating. 

Was this the part of your consideration as you went along? 

NORTIIROV S PROBLEMS OVERSEAS 

Mr. Jones. I think I would like to answer that with a statement if 
I could. 

We found that we could sell our product well. This was the frustrat¬ 
ing part. We understood why we had the airplane, the communications 
system, we could communicate with their military, their technical 
levels on the basis of quality of product. We found really no problem. 
But when it came to understanding the acceptance, once the military 
said we would like this, the acceptance of the logic of that particular 
product in that particular country across the board, whether it is the 
economic ministers, foreign ministers, the business community, you 
find, especially in countries other than the United States, that the 
community seemed more closely knit. If it is a good idea, Northrop 
airplane is liked by the military and it is less expensive, but is thought 
well of that we have advanced concepts as a company, we understand 
ways in which our business methods can help. There was need for 
promotion of the company not the product per se. This is a good 
company for us, country “X” to do business with this type of thing, 
that is what was missing. That is what was missing. And you cannot 
call it, I do not think, buying a business, it is having the appreciation 
of our company as a whole, not just its product. 




NORTHROP'S AGENT AGREEMENT WITH BRAZIL 

Senator Church. Mr. Jones, is it true that since 1967 Northrop has 
had an agent agreement with Nacional de Servicios de Aeronautica, 
known as NASA, in Brazil ? 

Mr. Jones. I do not know the details of that. We have had such an 
agency agreement but I cannot give you the dates. 

Senator Ciiurch. Is NASA headed by a Mr. TeDesco, a retired colo¬ 
nel of the Brazilian Air Force, who, according to documents in the 
Ernst & Ernst files,* is a close friend of Brigadier Endivio, a com¬ 
mander of the 2d Tactical Air Force, and Brigadier Vinhiaes, top 
operations commander of the Brazilian Air Force ? 

Mr. Jones. I cannot from firsthand knowledge give you that. 

THE TWO-PART AGREEMENT 

Senator Ciiurch. Well, now referring to the documents, they show 
that you have in fact entered into a contract, and that the contract has 
two parts. One, referred to as the agreement, provides for $200,000 to 
NASA for services rendered. That is the standard consultant arrange¬ 
ment. Part two, referred to as the annex, provides for the payment to 
NASA of a commission based on actual Northrop sales in Brazil, thus 
making NASA your agent as well. 

Now, have you no familiarity with this agreement involving as it 
does a $200,000 fee plus a commission arrangement ? 

Mr. Jones. No, I do not. 

Senator Ciiurch. You do not know about this? 

Mr. Jones. I do not know the details of it, no. 

Senator Church. Well, do you know whether you have such an 
arrangement with an agent in Brazil ? 

Mr. Jones. I know we have an arrangement with an agent in Brazil. 
TeDesco, I know, and Pinto, I believe, is the other. 

Senator Church. TeDesco is one of them ? 

Mr. Jones. Yes, sir, TeDesco is one and Pinto, I think, is the other 
partner. 

Senator Church. Well, now, on page 528 of the documents prepared 
by your auditors, a Northrop memorandum dated February 15, 1973, 
refers to the second part of this arrangement, and I quote from it— 

Please note draft agreement is in two parts. The first five pages consist of a 
consultant agreement which can be shown by NASA to Brazil and tax authorities. 
The last two pages are an annex that contains the real meat of the compensation. 

THE PURPOSE OF THE TWO-PART AGREEMENT 

Was the purpose of this two-part agreement to avoid payment of 
taxes to Brazil on the more lucrative secret part of the agreement? 

Mr. Jones. I know that this particular agreement is being investi¬ 
gated by the executive committee and I cannot answer your question 
because I do not have knowledge, but it is being looked into as to the 
correct necessity of, the propriety. 

Senator Ciiurch. Well, I do not know what other interpretation 
to place upon a sentence that speaks for itself. But when you complete 
your investigation of this matter will you see to it that tlie committee 
is supplied with that ? 



Mr. Jones. Absolutely. 

Senator Church. With the conclusions? 

Mr. Jones. Absolutely. 

[The information referred to follows:] 

The report of the Executive Committee states: “Sr. TeDesco, the Director of 
NASA, provided the Committee with a signed statement that ‘the agreement 
between NASA and Northrop was not formulated with any intent on the part of 
NASA to violate any applicable tax laws in any respect. In addition, Sr. TeDesco 
supplied documentation from NASA’s Brazilian lawyer and accountant indicating 
that NASA had paid applicable Brazilian taxes on the fees it received from 
Northrop in 1974, and that it would pay applicable taxes on similar fees to be 
received in 1975.” 

NOUTIIROP’S SALE TO CHILE 

Senator Church. You recently made a $41.2 million sale of F~5's to 
Chile. Included in the sale was a $1.2/10 million agent fee paid to the 
Banex Corp. of Madrid. 

Mr. Jones. I have no knowledge of that either. 

Senator Church. As president of the corporation—the amounts of 
money we are speaking of here are very sizeable—why would you not 
have knowledge of a $1.2 million commission paid to an agent in Spain 
on a $41.2 million sale to Chile ? 

Mr. Jones. Because in running a corporation as diversified as ours 
you must delegate responsibility, and that is what I have done. I am 
responsible for all actions. I do not want to imply that I am escaping 
responsibility. I simply do not have that knowledge. 

Senator Church. This is strange, because of the magnitude of the 
sale and the fact it was made only recently, this year, or late last year. 

Mr. Levinson, do you have questions? 

Senator Percy. I yield to Senator Case first. 

Senator Ciiurcii. Lets go the round of the Senators, then we will 
come back to Mr. Levinson. 

Senator Case. 

THE RECOMMENDATION OF MR. DE FRANCIS 

Senator Case. Who recommended Mr. DeFrancis to you ? 

Mr. Jones. He was recommended by the head of marketing of Nor¬ 
throp at that time, a Mr. Jim Holcomb, head of our eastern office, and 
he is presently- 

Senator Case. And whom did they get the recommendation from? 

Mr. Jones. The brother-in-law of Mr. DeFrancis worked for Nor¬ 
throp. He heard this discussion of my concern that we had to reevalu¬ 
ate how we were approaching Germany. Our office was not working. 
How should we do it. And I gave the problem to the head of marketing 
and they were discussing it. And the brother-in-law of DeFrancis men¬ 
tioned that he had a brother-in-law who was a counsel for the German 
Embassy, perhaps lie could give insight and advice, and he was really 
brought to my attention not as a potential to be employed but someone 
who might give advice on what we should do. 

U.S. GOVERNMENT INVOLVEMENT 

Senator Case. Did the State Department give you help in this 
matter- 

Mr. Jones. No. 
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Senator Cask. Or any of our Government officials? 

Mr. Joxes. Help in what i 

Senator Case. Did any of our Government officials give your com¬ 
pany any help in this regard ? 

Mr. Jones. In regard- 

Senator Case. Either in reporting as to the difficulty that you were 
having in regard to getting German business or/and selecting person¬ 
nel who might be helpful in this matter ? 

Mr. Jones. No. I do not recall. I asked our corporate vice president 
of marketing to study the problem and come up with some recom¬ 
mended solutions. Whether he consulted with the State Department— 
he may have—it is very possible, I do not have knowledge that he did. 

Senator Case. You have no reason to believe that he did or did not ? 

Mr. Jones. I have no reason to conclude anything. 

OTHER RECOMMENDATIONS 

Senator Case. And as far as recommendations from abroad go, you 
have described all that you know of that, the recommendations from 
general sources? 

Mr. Jones. Well, recommendations of Mr. DeFrancis? 

Senator Case. Of any recommendations to your company as to how 
better to handle the matter ? 

Mr. Jones. It was that one visit that just touched on the fact that it 
w ould be w ise if you understood better the breadth of the procurement 
practice in Germany rather than just the military. 

Senator Case. Would you just tell us again ? 

Mr. Jones. That was a visit by—and I will get the name—the public 
prosecutor I believe, investigating Defense procurement and I believe, 
someone from the State Department. But the statement was that they 
knew that we had an impediment to doing business, please let them 
know’ if I felt in any w’av we were being inhibited from doing business 
in Germany. 

Senator Case. They took the initiative in approaching your com¬ 
pany? 

Mr. Jones. Just to inform me. They said they thought highly of 
Northrop, wanted to do business with us, but mutually beneficial, and 
for me to let them know if I felt there was any inhibitions between 
our company and the German Government as far as procurement. 

Senator Case. As far as you know this was the beginning of the 
whole business? 

Mr. Jones. That was what made me review" our whole approach to 
selling Germany, yes. 

Senator Case. The general thing that you have summarized a longer 
statement in here about these people and, who were they again? 

Mr. Jones. Some representative from the German Government ac¬ 
companied by somebody from State, and I promised to get that for 
the record. 

Senator Case. Somebody from our State Department ? 

Mr. Jones. Yes. 

Senator Case. I see. How the dickens did this get started again: 
how did the German Government get steamed up to come to see you ? 
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DEK SPIEGEL AFFAIR 

Mr. Jones. There was an in-depth investigation of German pro¬ 
curement practices as a result of an incident called the Der Spiegel in¬ 
cident. Maybe you will recall it. And it was where they felt there was 
improper influence and in the investigation it came out. 

Senator Case. This was a German investigation ? 

Mr. Jones. Yes. 

Senator Case. Go ahead. 

Mr. Jones. And it was an indirect result of that that this visit 
occurred. 

Senator Case. So the German Government was inquiring or explor¬ 
ing the possibility of getting Northrop into the business with 
Germany ? 

Mr. Jones. Was informing us that as a result of their investigation 
they found there had been improper restrictions against Northrop 
doing business in Germany. 

Senator Case. Against Northrop specifically ? 

Mr. Jones. Yes. and they said I should be aware of it and that they 
had identified and felt that they had removed the problem but they 
wanted me to know, and if I found anything unusual in terms of our 
ability to sell in Germany I was to let* them know. That was all that 
it was for. 

Senator Case. They had uncovered, as they saw it. some evidence 
that some German officials were blocking Northrop doing business? 

Mr. Jones. Somebody. They did not identify who they were. 

Senator Case. Did they give you any help in* this matter at all ? 

Mr. Jones. I think they told me that if I felt that in our offerings I 
felt we were not being listened to for any reason. I was to get in touch 
with their office. That was all. And I found subsequent to that there 
was no reason to do so. I could not detect any inhibition. 

Senator Case. You were not being inhibited. Their information was 
incorrect? 

Mr. Jones. No. You do not know whether you were inhibited before 
the visit, but after the visit T especially watched. We were selling some 
electronic gear and some other thingsto the Germans, and I was very 
careful to see if our people felt they were pushed to one side, and they 
were not. It was a warning, in other words, that you will. 

Senator Case. You did not take any steps to remove this block or 
lessen the obstacles ? 

Mr. Jones. We reexamined the way we were doing business in 
Germany. This was the reason for really DeFrancis being hired, the 
direct result of having brought to my attention that our company was 
not understanding as completely as it should all elements. 

DE FRANCIS' INVOLVEMENT WITH GERMAN OFFICIALS 

Senator Case. Did Mr. DeFrancis have anything to do with the 
German officials coming to see you ? 

Mr. Jones. I do not know. 

Senator Case. You do not know that he did or did not? 

Mr. Jones. I do not know. 
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Senator Case. Either way. 

Mr. Jones. Either way. 

Senator Case. As a result, you dicl engage Mr. DeFrancis, but tlmt 
was because of his connection with your company by marriage, or 
something like that. 

Mr. Jones. It was not because of it. I was asked how did he come 
to our attention, and lie came to the attention of our corporate vice 
nresident of marketing and the head of the Washington office through 
his brother-in-law who thought that Mr. DeFrancis might be help¬ 
ful on advising. It was not as a job, because Mr. DeFrancis had knowl¬ 
edge of Germany through his relationship with the German Embassy. 

Senator Case. Mr. DeFrancis is an American ? 

Mr. Jones. Yes. 

Senator Cask. Who had acquaintances in the German Embassy 
here ? 

Mr. Jones. Y os. 

Senator (’ask. He is not a local businessman ? 

Mr. Jones. No. 

MU. !)K FRANCIS* BACKGROUND 

Senator Case. Or businessman doing business on his own? 

Would you describe his profession or his business? 

Mr. Jones. lie is a lawyer. lie has a one- or two-man law office here 
in Washington specializing in international business. 

Senator Case. Did he give you some help as to how you should con¬ 
duct things in Germany ? 

Mr. Jones. Yes. 

Senator Case. What sort of help? What sort of advice did he give 
you ? 

Mr. Jones. Once he was employed by Northrop as a consultant on 
international business, he did advise us with respect to the reality of 
a particular market. You hear that one country wants to buy an air¬ 
plane; you do not know whether it is real or not. You could spend mil¬ 
lions for years and have the market disappear. He was especially help¬ 
ful in advising us on what he really felt the possibilities of a real pur¬ 
chase were or not. 

Senator Case. Where did he get his information ? 

Mr. Jones. Through his relationships in the German Government, 
his knowledge of the German Government. He represented. I believe, 
several German firms in the United States. lie had a business relation¬ 
ship as a lawyer both with the Embassy but with other German busi¬ 
ness firms. So he was knowledgeable of the German business 
environment. 

NORTHnOP*S BUSINESS IN GERMANY 

Senator Case. Did you thereafter do a considerable amount of busi¬ 
ness in Germany? 

Mr. Jones. We have almost done a lot of business in Germany. We 
did sell some T-38 trainers, but I cannot say that we have done a lot 
of business in Germany. 

MR. DE FRANCIS’ COMPENSATION 

Senator Case. What kind of arrangment did you have for compen¬ 
sation of Mr. DeFrancis ? 



Air. Jones. Straight consulting fee. 

Senator Case. Percentage basis. 

Air. Jones. No, no. 

Senator Case. Did you pay expenses that lie asked you to reimburse 
him for i 

Air. Jones. Yes; if they were like travel expenses and so forth. 

Senator Case. I do not mean his personal travel expenses; I mean 
expenses that he may have incurred in acquiring information. 

Air. Jones. Well, if he had to hire or enlist the services of others, 
if he got an approval from me under the terms of the contract, he 
would he compensated for paying other contracts. 

Senator Cask. Did you have a contract in writing ? 

Air. Jones. Yes. 

Senator Cask. Is that in the record ? 

Ah*. Jones. Yes. 

Senator Case. How much money did you pay Air. DeFrancis over 
the years ? 

All*. Jones. At the beginning, $50,000 a year. 

Senator Case. That was a flat fee ? 

Air. Jones. Yes. 

Senator Case. How much did you pay him in expenses? 

All*. Jones. I would have to look it up. It was not- 

Senator Case. It was not substantial. 

Air. Jones. Xo. 

Senator Case. None of that compensation was based upon a per¬ 
centage of sales ( 

Air. Jones. None of it was. He is presently under contract at $100,000 
a year. It was $50,000 for a number of years, starting in, I believe, 1907. 

Senator Case. Did he render you bills indicating the amount of work 
he did i 

All*. Jones. I do not believe he reported on his activities, but he did 
report in detail on any expenses incurred. 

Air. Levinson. There is a statement that the auditors prepared in 
conjunction with Air. DeFrancis, and Air. DeFrancis was to confirm 
the total amount but has not yet confirmed it. 

Senator Case. As to the amounts paid, not as to the accounting for 
or rather the detailing of his services? 

Air. Jones. I do not remember; it has been a long time since I have 
made out legal bills. AYe used to resist giving the number of hours 
spent on certain jobs. 

Senator Case. Never give you any kind of details as to- 

Air. Jones, No. 

Senator Case [continuing]. As to how much time he spent on your 
business. 

Air. Jones. Xo: not a breakdown. But I was aware—the head-of 
our eastern office who worked with him closely was aware, and others 
in the company were aware. He worked only through Northrop. He 
was not like EDC where he was off alone. His work with Northrop was 
close when it was performed. 

MR. DE FRANCIS’ SERVICES 

Senator Case. In other words, his activities were not in any sense 
negotiating contracts, or that sort of thing, with third parties for 
Northrop? 

59 - 120—76 - 12 



174 


Mr. Jones. No. 

Senator Case. Or attempting to ? 

Mr. Jones. Not really legal services is what you arc asking. It was 
really not predominate legal services at all. - 

Senator Case. It was not ? 

Mr. Jones. No. Performing as a consultant on international business. 

PAYMENTS TO MR. REAX FORD 

Senator Case. But Mr. Rian ford got some payments from him ? 

Mr. .Tones. Yes, sir. 

Senator Case. Mr. Blanford ? 

Mr. Jones. Yes, sir. 

Senator Case. Do you remember how much in a rough way ? 

Mr. Jones. Well, I understand from secondhand knowledge from 
reading the results of the papers, I believe $40,000. 

Senator Case. When was that ? 

Mr. Jones. I believe it is in the record. It is 2 or 3 years ago. 

Senator Case. Several years ago ? 

Mr. Jones. Yes, sir. 

Senator Case. For services of what nature ? 

Mr. Jones. Well, Russ Blanford when he was getting out of govern¬ 
ment did write me a letter, as he did others, saying he was opening up 
an office and simply saying he would be happy to provide services. I did 
not want to, because of budgetary and other reasons, take on another 
consultant in Washington. My people recommended it because Russ 
was a very able respected individual. 

Senator Case. He represented several other companies in your busi¬ 
ness, too, did he not ? 

Mr. Jones. I understand he did openly. It was a question of- 

THE ROLE OF MR. RE FRANCIS IN THE HIRING OF 
RUSSELL BLANFORD 

Senator Case. Mr. DeFrancis is referred in the document as havings 
told you that it was desirable for your protection to retain him. What 
does that mean? 

Mr. Jones, I think you will have to ask Mr. DeFrancis. 

Senator Case. What did you understand it to mean ? 

Mr. Jones. I read it only in that document. The recommendation 
made by my people, when Russ Blanford wrote me the letter, I staffed 
it. The head of the eastern office said it would he very useful to have 
Russ work with us on a part-time basis. The head of marketing, I 
believe, did also. And Mr. DeFrancis thought so. I was concerned about 
having too many people consulting in Washington, and Frank said, 
well, I am going to take Russ on as my advisor working for me in 
connection with an airline, a charter airline, charter airline service, 
and Frank suggested to mo perhaps if von would pick up part of 
Frank's fee lie could keep his eves open for Northrop and could help 
you from time to time, and I said fine. That is the end of my knowledge. 

Senator Case. This is a kind of funny business, is it not ? 

Mr. Jones. Why ? I do not know why it is funny. 
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Senator Case. Money could persuade Blanford to recommend your 
plane instead of a competitor s, or if lack of money would suggest that 
lie would use his influence with this purchaser in which he had an 
interest, too. 

Mr. Jones. I do not- 

Senator Case. What does protect mean ? 

Mr. Jones. I cannot explain it. Those are not my- 

Mr. Levinson. Mr. DeFrancis explains it. Mr. DeFrancis said Mr. 
Blanford wanted to represent Northrop. He, DeFrancis, questioned 
how this could be done since Fairchild-Hiller was a competitor of 
Northrop in competition with the AX contract. As it turned out Fair- 
child got the AX contract, particularly, according to DeFrancis, 
because of Blanford’s efforts. And Mr. DeFrancis said that he did not 
want this to happen to Northrop in connection with any of the other 
prospective contracts if Blanford maybe is involved. Apparently Blan¬ 
ford also represents one or two other aircraft companies. He men¬ 
tioned Lockheed as one. In any case, Mr. DeFrancis said, in his judg¬ 
ment, he came to advise employing Blanford for Northrop’s protection. 

CASH PAYMENTS 

Now the way the payments were made was in cash, was it not? 
He got $40,000. This discrepancy as to whether he got $60,000 or 
whether he got $40,000. the money was delivered, hand delivered by 
Allen in cash packets of $10,000. That is not just a question of Blan¬ 
ford representing companies. When DeFrancis said that he was buying 
protection for Northrop with Blanford, in effect what he was saying 
was he did not want Blanford to intervene against Northrop the way 
he had on behalf of Fairchild. 

Is that not what is is all about ? 

" Mr. Jones. If that is what DeFrancis says that was his reason for 
recommending Blanford. I had equal recommendations from our 
head of our Washington office, head of marketing, that Blanford's 
knowledge would be helpful to us. I did not consider that as a protec¬ 
tion. I do not believe any one man can influence a source selection 
decision that way. 


PAYMENT OF AGENTS 

Senator Church. Why did you pay them so much money ? 

Mr. Jones. Pay who so much money ? 

Senator Church. Agents? 

Senator Case. $40,000 in this case. 

Mr. Jones. That was over a period, I think, of 5 years and Russ 
was—my understanding was that he was to keep his eyes open on 
something that should be brought to Northrop’s attention. What 
it might be, it could be anything. 

Senator Case. That is what he was supposed to do in the future. 
That is the normal term of the engagement. But the reasons for the 
engagement was set out by Mr. DeFrancis to you, vour protection. 

Mr. Jones. That was DeFrancis’ explanation to Mr. Crim. It was 
not, would not have been my stated reasons. You could interview the 
head of our Washington office. I have a memorandum from him. I 



have had memorandums from sdmeone else in my office strongly recom¬ 
mending that we take the part-time service of Russ Blanford. 

Senator Case. I can understand this thing gets filtered up and 
purified on the way. But the recommendation that this be for protec¬ 
tion was a very bold statement by DeFrancis, and he was obviously a 
frank person, is obviously a frank person. This was not unusual 
though, engagement of an agent who was representing a competitor. 
This happened in your foreign business. 

,TIIE ROLE OF AIR. GERRITSEN 

What about Gerritsen ? 

Mr. Jones. Mr. whom ? 

Senator Case. Gerritsen, the man you hired to further sales in the 
Netherlands who was the chief agent for Lockheed at the time in 
Holland. 

Mr. Jones. We were asked because the .Dutch had ordered our air* 
plane, to establish an office in Holland. It would have cost us $500,000 
a year. I said, look, I cannot afford it. They said you had better get 
someone here who will make appointments for you, or someone we will 
get in. I asked Cortland Gross if it was all right. 

Senator Case. Who was that ? 

Mr. Jones. Cortland Gross of Lockheed if he would have any objec¬ 
tion if Gerritsen would act. If the Dutch Government wanted to get 
in touch with me and get in touch with Gerritsen. And so for a num¬ 
ber of years he had been really an individual who the Dutch Govern¬ 
ment could get in contact with or I could ask to get in touch with the 
Dutch Government. He was really almost a point of contact there. 

Senator Case. How much money did you pay him over the year? 

Mr. Jones. $10,000 a year. 

Senator Case. A year ? 

Mr. Jones. Yes, sir. 

Senator Case. Did he perform in that function as well ? 

Mr. Jones. He performed that function. 

Senator Case. Did he have expenses that he came to you- 

Mr. Jones. I cannot recall of any time because he was really there 
to be able to arrange things through Northrop as required. 

Senator Case. He spoke about his brother in a press interview who 
works for Northrop. This brother died 4 years ago. Did you know him ? 

Mr. Jonfs. I did not know his brother. 

Senator Case. Do you know his name? 

Mr. Jones. I do not know his name. 

Senator Case. Jan, J-A-N? 

Mr. Jones. He died. 

Senator Church. Senator Percy. 

Senator Percy. I asked Senator Clark some time ago—it was some 
time ago—T would be happy to yield to you. 

Senator Clark. No problem at all. 

Senator Percy. Thank you very much indeed. I very much appreci¬ 
ate it. 

Senator Jackson has asked that I get back up as quickly as I can on 
the drug hearings. 



177 


GERRITSEN *S ROLE WITH LOCKHEED AND NORTHROP 

I would like to clarify the role of Mr. Gerritsen. Mr. Jones, do I 
understand that he worked for both Lockheed—and was retained by 
Northrop ? 

Mr. Jones. Yes. 

Senator Percy. Is there anything about not being able to serve two 
masters? Maybe they were completely different product lines and non¬ 
competitive and that is why you made this arrangement. It seems an 
odd arrangement to make with a competitor about whom you com¬ 
plained bitterly, I imagine internally, about not getting business and 
yet cooperate to that extent. I know that in business you have friend¬ 
ships among competitors. There is nothing wrong with that, but do 
you do it for the record ? Would you want to make it clear it is a differ¬ 
ent product line, or did lie ever represent you, give you advice, make 
appointments for competitive lines with*Lockheed? 

Mr. Jones. Let me answer it rather by saying Hans Gerritsen is an 
extremely well-respected person by certain of the top people in the 
Government of Holland, mainly because he was a leader of the resist¬ 
ance. He is one of these all-Dutch. I was going to say all-Americans. 
One of these types—beyond reproach type. And when they wanted us 
to set up an office in Holland, because they had purchased our airplane 
and they wanted that liaison, the cost would be so high, they said why 
don’t you at least get somebody—if we have to get a message to Nor¬ 
throp fast—that we can give the problem to and it will get answered. 
And it was suggested that Gerritsen might be the one. They said 
someone like Hans Gerritsen. 

I talked to Gross, who was president of Lockheed, and the agrees 
ment was he do nothing, he would not sell Northrop products, he would 
pass no information, he would purely be a post of communication. If I 
needed an appointment with the Defense Minister in Holland or some¬ 
one I was- 

Senator Percy. But in my own past experiences, if I were looking for 
an agent in Holland, the last person I would think of would be East¬ 
man Kodak. 

Mr. Jones. He is not an agent. 

Senator Percy. To represent or make appointments for me. I would 
not imagine that I would do that. 

Who in the Dutch Government asked you or suggested to you that 
you open an office there ? 

Mr. Jones. Well, I do not remember. Several said you should have a 
place where the government can get in touch with Northrop in the mid¬ 
dle of the night, if necessary, because they had our equipment in their 
air force, 110 airplanes. 

NORTHROP-DE FRANCIS RELATIONSHIP 

Senator Percy. I would like to refer, Mr. Jones, to a written response 
that you made to Mr. Crim of Ernst & Ernst with respect to your rela¬ 
tionship with DeFrancis. 

You said Mr. DeFrancis was initially retained to fill a requirement 
for better access to and knowledge about the policy levels within the 
German Government. The need for this coverage became clear in 1966. 
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Were you chief executive officer in 1966 ? 

Mr. Jones. Yes, sir. 

Senator Percy. You were president and chief executive officer? 

Mr. Jones. Yes, sir. 

Senator Percy. You stated, I was visited by high officials of the Ger¬ 
man defense department, accompanied by a member of the U.S. State 
Department. Could you identify those two people? Do you remember 
them ? 

Sir. Jones. I can’t but I have offered to do that for the record. 

ILLEGAL ACTIVITIES AND INFLUENCES 

Senator Percy. And they informed me that investigations in Ger¬ 
many on their procurement practices had indicated Northrop was at a 
disadvantage over other American competitors through illegal activi¬ 
ties and influences on the part of others. 

Had you previously testified as to what those illegal activities were ? 

Mr. Jones. No, I don’t know what they were. I was being informed 
only. 

Senator Percy. These are your words, illegal activities, apparently. 

Mr. Jones. This was what I was informed. It was part of the Der 
Spiegel scandal, you may recall, in defense procurement in Germany, 
and all they wanted to do was inform me, don’t worry, we are not 
asking you to testify, we don’t know whether you know, but we are 
saying we know that you have been, we are only telling you if in your 
activities in Germany you feel you are being discriminated against, 
please contact my office. This was the message I was given. 

Senator Percy. And you say of other American competitors, through 
illegal activities. I presume on their part. 

Could you name the other American competitors that you were 
informed were performing illegal activities, preventing you from 
getting business? 

Mr. Jones. I don’t believe I was informed specifically. It really- 

Senator Percy. But you are well aware of who your betters were 
and you were aware who was getting business, and you were notified 
one of the reasons you weren’t getting the business was because of 
illegal activities performed by your competitors. 

NORTIIROr's competitions 

Can you tell us who the competitors are? You don’t know what 
the illegal activities were. Do you suspect they were bribes? What 
other kind of illegal activities could they engage in to get business? 

Mr. Jones. I suspect some form of favoritism and we were inci¬ 
dentally competing with many American firms in Germany* We were 
competing across the board, avionics, electronics. 

Senator Percy. How many American firms of any significance 
were competing against you in Germany? If it were a matter of your 
concern to your sales department did you pound the table, why can’t 
we get this business from XYZ ? 

Mr. Jones, Well, there must have been four or five. 

Senator Percy. Could you name those four or five and which one 
principally was causing you trouble? And I don’t want to infer that 
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then if you don't have firsthand knowledge that they engaged in- 

Mr. Jones. I don’t know. 

Senator Percy. Engaged in illegal activities. I would rather you 
not sav. 

Mr. Jones. I would rather- 

Senator Percy. I would rather have the inference on the record 
without ascertaining the fact. You have no firsthand knowledge at 
all or enough suspicion to be able to register that with us. 

Mr. Jones. Right, I do not have that knowledge. 

Senator Percy. They said the purpose of—you said the purpose of 
the visit was to “assure me they had complete evidence of this keeping 
of Northrop from obtaining business.” 

Now, when they said they had complete evidence, that they advised 
you of, presumably, as to why you were not getting the business, and 
they were then saying stay in and get the business. Did they expand 
on that ? 

Mr. Jones. No: they really notified me that they knew and it was 
now removed. What they were really telling me, we found out and 
it is now removed. If you in the future find and restrictions please 
let us know. That was the whole reason for the visit. 

THE IMPLICATIONS 

Mr. Levinson. Your own statement says it was more than that. 
They said they were telling you that they were only informing you 
that the obstacle was removed. You said in your statement they were 
surprised that you didn’t know more about how to do business in 
Germany. So it wasn’t just they were telling you that obstacle was 
removed, they were telling you much more, explicitly. They were 
surprised you were not more knowledgeable in your relationship with 
the German Government in the procurement area—the implication 
being quite clear. 

Air. Jaxofsky. You mean they say there in there the implication- 

Air. Levinson. Quite clear. 

Air. Janofsicy. Or is that your statement ? 

Air. Levinson. This is Air. Jones’ statement? 

Air. Jones. The implications were clear? 

Air. Levinson. The implications are quite clear our office in Ger¬ 
many wasn't doing its job. 

Air. Jones. That is clear. What they were saying, it would be like: “I 
have been accused of this, you people don’t know how to sell to the 
Navy, or you don't know how’ to sell to the Alarine Corps.” 

Senator Percy. I am presuming I am sitting in your chair and here 
is a representative of the State Department and the Defense Depart¬ 
ment of the A\ r est German Government coming into your office. In your 
own words, the purpose was to assure you that they had complete evi¬ 
dence of this keeping of Northrop from obtaining business. I can’t 
imagine at that stage you wouldn’t say: “Tell me more. AVliat is happen¬ 
ing, I have been blaming sales department, I have been blaming our 
engineering department, I have been blaming everyone here. AYhat is 
it then that is causing us, other than the quality of our product, our 
ability to deliver and the price ?” 



Mr. Jones. They made it clear to me that there had been actions 
within the Government which had been restricting ns, bnt those, what¬ 
ever restrictions were, had been removed, that if I found any further 
evidence I was to bring it to their attention. Then, as an aside: “Ap¬ 
parently you do not have the knowledge across the board in German 
procurement that you should have.” 

THE STATE DEPARTMENT’S ROLE 

Senator Percy. Mr. Jones, I want to give you this opportunity be¬ 
cause it may well be that at least the member of the State Department 
is still with the State Department. Is he still with the Department? 

Mr. J ones. I can’t tell you. 

Senator Percy. You will have to look back and see? 

Mr. Jones. I don’t want to identify someone. 

Senator Percy. Presumably he is available and would be able to 
come and testify. 

I would like to give you the opportunity to tell us just as much as 
he would tell us, to the best of your own recollection, because we would 
like to get as much information as we can on the record right now 
about this matter. 

Mr. Jones. This is really all I recall. 

THE NORTHROP INTERIM REPORT 

Senator Percy. You said this morning that the Northrop manage¬ 
ment has not been asked to increase commissions on a given sale or 
make additional payments associated with the sale, as I understand it. 

PAYMENTS TO SAUDI GENERALS 

Could you explain the statement on page 22, then, of the interim 
report of your board of directors, and I quote that statement: “In 
addition, the auditors suggested that Northrop made two payments to 
TRIAD totaling $450,000 following a request by Mr. Khashoggi for an 
increase in his fee for the purpose of making payments to two Saudi 
generals.” 

Those statements, the statement of this morning and that statement 
in this report, the interim report, seem to be in conflict. 

Mr. Jones. Maybe I misunderstood the question. I thought you were 
referring to EDC when you asked if there were any requests for in¬ 
creased fee. Were you not? Or am I mistaken? 

Senator Percy. I don’t know who asked the original request. 

Mr. Janofsky. The original interrogation was with respect to EDC. 

Mr. Jones. My answer was, “No,” there weren’t requests for 
increased fee on EDO. 

Mr. Janofsky. This payment of $450,000 by Mr. Khashoggi at re¬ 
quest, who approved that payment ? 

Mr. Jones. I cannot tell you specifically within the organization 
how that approval occurred, but perhaps—- 

Senator Percy. At any time did that decision come to you for ap¬ 
proval ? 

Mr. Jones. It did not, specifically. But I think it is important- 

Senator Percy. Did it unspecifieally? 



Mr. Jones. Yes. 

Senator Percy. Could you expand on that? 

Mr. Jones. I want to because this has been a very most troublesome 
thing to me personally of all, and I think it is a good thing to lay 
it right smack out on the table because I want to share this problem- 
dilemma of a chief executive officer appearing and getting partial 
knowledge and almost his mere presence causing a reaction. 

I went to Saudi Arabia on October 8 or 9 of 1971 for my first visit 
to see Faisal and the top people, and when I arrived the first evening 
going to dinner to the home of the agent was the first time I ever met 
Khashoggi, bv the way, and there was a debate going on between 
Mr. Khashoggi and several others in our company, and the gist of it, as 
I recall it firsthand, was that Khashoggi thought he should be paid 
more money, and the predominant thing I heard was that some other 
agent had been either hired or our people had been working with, 
when they told Khashoggi there was some obligation to the other 
agents, and if we didn’t meet that obligation that our name would be 
very bad in Saudi Arabia because you don’t want to be a company who 
is thought of not meeting its obligations. 

Well, I was very disturbed in coming into something I knew abso¬ 
lutely nothing about. I told Mr. Khashoggi that I knew of nothing of 
this problem. I assured him that Xorthrop was* a company that met 
its obligations, met its commitmen t^ if in deed they were commitments, 
and I would have it looked into. 

At that same time, a mention was made about a problem with a 
general who was either standing in the way of or was a problem with 
respect to the sale of airplanes. 

And when this was brought to my attention, during this same 
meeting, I became really quite disturbed, and I said to our man, 
Mr. Gates, who was there, look this is not the kind of subject that 
should be brought up this way, it is very delicate, very sensitive; we 
have an agent to keep us from getting into these kinds of problems. 
And I meant not that the agent should bribe him, but saying no to a 
general or getting disentangled from one who is on the take is as 
delicate or more delicate as otherwise. I said we have got an agent to 
straighten out these matters, use him. And I asked him will you 
please get this taken care of satisfactorily. 

That was the end of my involvement. 

“xorthrop meets its obligations” 

Now. when I have seen the record of actions that followed, and 
I have just seen them in the last 2 days, by the way, in the material, 
quite properly we were, management wasn’t shown to keep objectivity 
on the investigation. It is very apparent that that statement on my 
part, Xorthrop meets its obligations, even though I left Saudi Arabia 
and went to Iran, reverberated through the company, obligations which 
either were felt had been made by some or might have been made were 
construed to be- 

Senator Percy. Could you be quite precise exactly what you felt this 
obligation was. Was there a previous agent involved who was not 
paid commissions that he would have been if Mr. Khashoggi had 
nothing in? 



Mr. Jongs. Evidently. Remember, my knowledge only was at that 
moment, as I recall it/ but I believe that my statement we meet our 
obligations in affect told our people to meet them, and they took that 
to include payment of the Saudi general. 

Senator Percy. When you are so precise about saving corporate 
money in Holland, getting into the thousands, or spending it in small 
amounts, to sort of brush this with a broad brush and not be very 
precise about what the nature of the obligation was, and to just say 
evidently, we had an obligation, which might involve a half million 
dollars, was there at any time mentioned the size of the obligation 
in- 

Mr. Jones. That wasn’t the way I said it. I said if there is an obliga¬ 
tion we meet it, it is up to our people to investigate, and I asked Bob 
Gates to look into it. I didn’t want, the first»time in Saudi Arabia when 
lie said that if you don’t meet your obligations your name is bad—I 
said we do but not everybody in the company can make them and we 
will investigate them. 

Senator Percy. Were these previous agents outside the Govern¬ 
ment and absolutely independent agents, or were any of them Saudi 
generals, employees of the Government, or connected directly with 
the Government? 

TRIXCE KIIALID 

Mr. Jones. I believe the one that they had in mind when they 
discussed this was a Prince Khalid, who was a registered agent but a 
member of the royal family, but not a member of the Government. 

Senator Percy. Not a member of the Government, as I understand 
it, but a businessman in Saudia Arabia ? 

Mr. Jones. Yes. I want to make it clear the mistake I made, and 
it was my mistake. The minute I heard generals I should have said I 
want to see no payments made to the generals. I didn’t make that 
statement and, therefore, I unintentionally—my use of the words 
“Northrop meets its obligations” was misinterpreted. 

Senator Percy. Did you sort of say it in a broad sense so that it 
would be intended to be subject to various types of interpretation? It 
implies you don't want to get into it, take care of it, but don't tell me 
about it. 

Mr. Jones. That was not the intended meaning. It was a separate 
statement having to do with moneys that he felt we should pay to 
someone else, and the statement was made if you get the reputation 
for not meeting your commitments, it will be bad for you in Saudi 
Arabia. And I said we are a company that meets our commitments; 
we will investigate to see if there is one here or not. I didn’t make a 
commitment, that is for sure. 

THE $450,000 PAYMENT 

Senator Percy. Would you clarify the amount of $450,000 paid to 
the two Saudi generals as bribes ? 

Mr. Jones. I can only say that from what I have read; yes. 

Senator Percy. Were they taken as a tax deduction on the corpora¬ 
tion, as a business expense on the corporation tax returns? 

Mr. Jones. I can’t answer that. 
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Senator Percy. Has it not been a matter of concern to you that 
they might have been ? 

Mr* Jones. Of course. 

Senator Percy. Have you made an inquiry of your tax people 
as to whether they were taken ? 

Mr. Jones. I told our people the minute there were questions on any 
of these things, way back at the beginning, I said let's get after the 
tax aspects of these as quickly as possible. 

Senator Church. We have about half an hour left, and Senator 
Clark hasn’t had an opportunity to ask questions. 

We have several other subjects. I woidd like to finish up b}* 12:30. 

Do you have further questions? 

Senator Percy. I have a few others and if we do have time after 
Senator Clark I will try to get back. 

THE NEED FOR LEGISLATION 

The one question I would like to ask, because it does pertain 
directly to the work of this Committee, which is not in a sense an 
investigating committee to investigate in principle, to establish the 
need for legislation. I would like to ask your judgment as to whether a 
regulation or law calling for public disclosure on all contributions 
made by U.S. multinational corporations, and disclosure of all dummy 
corporations created by multinationals for special, financial or tax pur¬ 
poses, would be in the public interest and would be supported by you 
in your individual capacity. 

Mr. Jones. That is quite a broad statement. 

Senator Percy. We intend it to be sort of broad. We will try to get 
much more specific. You know the general area we are after. 

Mr. Jones. I am trying to be very constructive. Certainly I think 
there would be value in a law that says that at the time an agent fee is 
paid, that this should be an item on the official contract or documenta¬ 
tion. This is similar to the German law which is not against agents, 
it simply says he must be identified, and obvously they won’t sign the 
contract if they don’t like it. I think that is proper, is a good construc¬ 
tive thing to do. It will put us at a disadvantage* I will tell you that, 
with some of our allies, but I think that disadvantage we can overcome. 

Senator Percy. When the chief executive officer of Gulf testified, 
he indicated that a tremendous amount of pressure was put on Ameri¬ 
can companies and they were told others are doing it and he knew 
that others were doing it, and you have to get in line to get this 
business. 

He testified that, in his judgment, it would be a help and an assist¬ 
ance to multinationals in the United States if it was an illegal offense 
in this country, by our law,'to make such contributions to be classified 
as bribes or shakedowns, and then we just simply were able to say, 
just as we are able to say, we can’t accept a gift over $50 value, so 
don’t give it to us. If they do, we hand it back to them. 

Mr. Jones. I agree with that 100 percent. 

Senator Percy. That makes it very clear not subject to any mis¬ 
interpretation whatsoever. 

Mr. Jones. I misunderstood your question. 
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Senator Percy. It is a second one. This is a second provision making 
it illegal in this country to make any such payments. 

Mr. Jones. I buy that. I think it would be very helpful with contribu¬ 
tions or bribes. I think the agency one, in such countries like Japan, the 
trading companies provide a really valuable service, but it should be 
known, and I think it must be a matter of record. 

Senator Percy. I think it is very helpful and we appreciate it very 
much indeed. \ 

Senator Clark, would you mind one question ? 

MR. JONES’ PERSONAL INVOLVEMENT WITH AGENTS 

In general principle I am amazed. Mr. Jones, so much that all of 
these contacts with overseas agents had to be made personally with 
you, that there was so little in writing, and there was nothing formal¬ 
ized about it. Heading a major corporation of this size, to approve 
payments in the detail that you did, I wondered why that was done. 
Why was it so essential that these things be approved by you person¬ 
ally rather than by some official of lesser responsibility in the 
company? 

Mr. Jones. I think there is a misunderstanding. We must have hun¬ 
dreds of relationships and I probably approve three or four. It wasn’t 
all of them. EDC—— 

Senator Percy. It was not a common practice ? 

Mr. Jones. Not at all. 

Senator Percy. To approve these special payments and so- 

Mr. Jones. No, I think it would be EDC), DeFrancis, which is 
broad, and maybe four or five. Normally they would report to others. 

Senator Percy. Thank you very much indeed. 

Senator Clark, I very much appreciate that. 

Senator Church. Senator Clark. 

THE USEFULNESS OF LEGISLATION 

Senator Clark. Mr. Jones, I just wanted to follow up on a couple of 
questions. The whole question of passing additional law, a new law, 
on disclosure, I certainly wouldn’t be opposed to. I am curious whether 
that would do any good. 

I noticed on page 2 of your testimony you say at the bottom of the 
page: 

I similarly pledge to support in every way that I can new regulation or 
perhaps new legislation that would be enacted as a consequence of these 
hearings. 

Now I am curious about why you think that would help. 1?ou 
knowingly violated Saudi Arabia law, you knowingly violated Amer¬ 
ican law, and in the Nixon contribution I believe." Why would an 
additional law be more useful ? 

Mr. Jones. I am very glad you asked that question. I didri’t know¬ 
ingly violate the Saudi law. But in the case of the Nixon, I followed 
standard practice and the fact that for years everyone had been doing 
it was my reason. But that is not a right reason and it got me into 
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deep trouble. I think the same is true of others. This company should 
obey the law. If the law’ is not right, you should talk about changing, 
but I believe that I myself, I shouldn’t ask anybody in this company 
to violate the law of this or any other country. I believe that firmly 
and- 

Senator Clark. Do you think you might be more apt to abide by a 
new’ law than the old one l 

Mr. Jones. No, I don’t know if a new law is required or a change. 
For instance, you heard we are competing around the world w’ith 
many people. I think it is good for our Government to share our prob¬ 
lem with us, really share it, and the Senator’s share it, as you are. And 
I think it gives us a, protection in every case. 

i 

** NORTHROP S INTENTIONS 

Senator Clark. Let me go into a slightly different area again. 
Not knowing very much about corporate business I have to confess 
I am somewdiat amazed at what might be identified as the irrespon¬ 
sibility that exists within corporations. 

As I understand your testimony ntev, in answer to Senator Percy, 
no one ever really intended to bribe these Saudi generals, it all 
happened. I shouldn’t say no one. Apparently Khashoggi did. You did 
not have that intention,, as I understand your testimony, it occurred 
as a result of misinterpretation of a statement or phrase that you 
made about keeping your commitments. 

Am I incorrect? 

Mr. J ones. I think on my part that is correct. 

Senator Clark. And the rest of the bribery took place without 
ever having consulted you again ? 

Mr. Jones. That is right. 

Senator Clark. And these broad discussions within the company, 
I assume they were broad, several people knew’ about them, according 
to the record, payments were made on tw’o separate occasions, and in 
none of that were you advised or in any w r ay informed that this w as 
going on ? 

Mr. Jones. Not until- 

Senator Clark. The company executives took that upon themselves? 

Mr. Jones. Not until this investigation. But I have to say I accept 
responsibility for my statement, that we meet our obligations, with¬ 
out adding, and there shall be no money paid to these generals as 
having been taken by our people as my approval. I understand that 
now 7 w r hen I read the record. 

PAYMENTS TO SAUDI GENERALS 

* Senator Clark. It says here on page 459 of the Ernst & Ernst report, 

Gates’ phone conversation on Saudi, and so forth. 

It is now expected that Gonzalez will handle this matter on this trip. The 
recommendation made by Khashoggi is that Hashim is paid now an amount 
equal to approximately $200 to $250,000 and that he he assured of a 5-percent 
commission on phase three. It is assumed Khashoggi expects Northrop to make 
the first payment and that the commission on phase three will come out of the 
15 percent commission payable to Khashoggi under Northrop contract with him. 

Now Gates indicated Jones had no objection to this arrangement. In fact, he 
appeared to be favorably inclined toward it. 
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How do you interpret that? 

Mr. Jones. I had no knowledge of that arrangement. All I can say 
ia it was my statement that we meet our obligations and the fact I 
had knowledge of a problem with the generals taken in combination 
as I had no objection, meaning because I didn’t state no, you shouldn’t 
pay these generals, it meant if that was one of the solutions we will 
avail ourselves of it, and I will accept responsibility for a failure to 
explicitly- 

Senator Clark. I understand that. But really in that sense it seems 
to me nobody is responsible. You assume ultimate responsibility. You 
are saying in effect you didn’t mean for it to happen but it happened 
and executives understand, you certainly could indicate that they 
didn’t mean for it to happen. They just interpreted what you said to 
mean they ought to go ahead with the bribe. Isn’t that correct? 

Mr. Jones. That is what it sounds like. That is what I am saying, 
it is a sad thing. 

wno IS RESrOXSIJU.E? 

Senator Clark. It makes you wonder in a sense as these corporations 
get larger where responsibility really does lie, in answer to a number 
of questions here by the chairman and others. 

No one really seems to know what is happening within a corporation. 
Millions of dollars go here or there, new companies are set up, the 
shareholders were not aware who the shareholders are. It seems to me 
after they get to be a certain size built-in irresponsibility develops. 

Do you think that is a fair statement ? 

Mr. Jones. No, I don’t think it is irresponsibility. I think the com¬ 
plexity of the situation lends itself to mistakes being made, and I 
think we have to improve and I think we have to correct and I intend 
to do that. 

THE EDO 

Senator Clark. Let me ask just one question on EDC. I know 
that has been asked a good number of times yesterday and today, and 
I would like to try to answer the kind of summary question. Let me 
put it very bluntly. 

It has been speculated on many occasions now that the EDC, this 
company that was set up, was a conduit for funds to flow from the 
Northrop Corporation to European decisionmakers for their help in 
getting Northrop contracts in this country. That is speculation. 

Now there is speculation these decisionmakers were given stock or 
were allowed to purchase stock at a reasonable price as a kind of 
payoff. 

Can you tell me as president of this company, of the Northrop Co., 
and as the principal person responsible for establishing EDC, that this 
is in fact categorically untrue, that there are no stockholders in deci¬ 
sionmaking positions in European governments ? 

ilr. Jones. There was no intent for them to be. I cannot categori¬ 
cally say so. We are in the process now of discussing with these people 
and I can assure you full disclosure is going to be a requirement for 
continuation or even honoring of our contracts. 

Senator Clark. You could not categorically say that there are no 
people in decisionmaking positions to decide on your contracts who 
actually hold stock in this company ? 
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Mr. Jones. I do not believe to the fullest of my knowledge, and I 
would be very surprised and shocked if it were so, but I cannot first¬ 
hand tell you this. 

TIIE DUCK HUNTING LODGE 

Senator Clark. Just a couple of other questions. 

One along a very different line which examines the somewhat differ¬ 
ent technique employed by Northrop, as I understand it, in efforts to 
secure foreign military sales. 

Does Northrop maintain a duck hunting lodge in eastern Maryland? 
Have you maintained that in the past ( 

Mr. Jones. Well, I think an old farm is leased for 8 months or so 
during the time the geese are flying, and they go out there and shoot 
the geese. 

Senator Clark. As I understand it, there are some 144 occasions be¬ 
tween now, 1971 and 1973, when Northrop used this to entertain 
Defense Department officials, military and civilian. Is that true? 

Mr. Jones. You have the same knowledge I have. 

Senator Clark. One hundred forty-four occasions? 

Mr. Jones. I don’t know the number. I don’t know the number. 

Senator Clark. But this was regularly done, at any rate ? 

Mr. Jones. Yes; the facilities were made available. I was assured in 
most cases or all cases they either provided their own ammunition and 
these kind of things. 

Senator Clark. Now, were these activities related in any wav to 
Northrop’s efforts to obtain a contract for building the F-i7 figliter 
plane, in your judgment, or was it just done totally unrelated? 

Mr. Jones. I think it was totally done in the spirit of close relation¬ 
ship. 

Senator Clark. There was no intention to influence or to curiv favor 
with them ? 

Mr. Jones. No different than the country club or any activities you 
find yourself with your customers or with Congress or- 

Senator Clark. Would you be opposed to supplying this committee 
with a list of people who were so entertained ? 

Mr. J ones. If such a list existed. 

Senator Clark. If such a list exists you would be willing to do that ? 

Mr. Jones. I had better be careful. I don’t understand. This has been 
a very sensitive subject and I want to honor whatever I should honor 
and I don’t know what it is at this point. 

Senator Clark. What is that answer ? 

Mr. Jones. My answer is that I don’t know enough about that to 
make that commitment to you. My objective in being here is to be fully 
responsive and helpful to you. 

Mr. Jaxofsky. It seems to me, Senator, these are types of tilings 
that have been handled in executive session and we will be glad to do 
that. 

Senator Clark. You don't want to talk about this publicly? 

Mr. Janofskv. It is not a matter of not talking about it publicly, but 
it seems to me there have been discussions by your own staff with other 
people about handling some of these matters in executive session. It 
just seems to me that is the proper way to approach it. I am saying we 
are not- 



Senator Clark. If you say- 

Mr. Jaxofskv. No; it doesn’t mean that at all. In the executive 
session, wo may decide to talk about it publicly. 

Senator Clark. I don’t think that is your decision to make. I think 
it is the committee's decision to make. 

Mr. Jaxofskv. I understand that thoroughly. 

RKD8KIX TICKETS 

Senator Clark. Is it true that Northrop Corp. purchases tickets to 
Redskin games for Defense Department personnel? 

' Mr. Joxes. I don't know. 

Senator Clark. You are not aware of that ? 

Mr. Joxes. Xo. 


kermit rooseyelt associates 

Senator Clark. The last question that I have is about Mr. Kermit 
Roosevelt. 

Now, when did Northrop first enter into a consultant agreement 
with Kermit Roosevelt Associates Inc.? 

Mr. Joxes. I believe it was our Page Communication Engineers, and 
I will have to get the exact date. 

Senator Clark. Would you supply that for the record ? 

Mr. Joxes.. 1965 or something like that. 

[The information referred to follows:] 

The first consulting agreement with Kermit Roosevelt Associates, Inc., was 
dated December 8, 1964. It was with our subsidiary, Page Communications 
Engineers. 

Senator Clark. Why was he selected as a consultant? 

Mr. Joxes. Well, he was selected bv Page because of his knowledge 
of the Middle Eastern part of the world. 

Senator Clark. He had a connection, as I recall, with the Shah of 
Iran. Are you familiar with his relationship? 

Mr. Joxes. Yes; he is a friend and admired by the Shah. Yes; that 
is right. . » 

Senator Clark. Why did you believe that Mr. Roosevelt could per¬ 
suade the Shah to sell the Chancellor of West Germany on the North¬ 
rop plane? I noticed in the report, page 363, you have discussed that. 

What was the basis of that belief? 

Mi 1 . Joxes. Well, that really is not correct if I can correct that. 

I met the Shah myself in 1962 when lie came to the Pacific coast, and 
I had known him for 3 years before I knew Kermit Roosevelt. I had 
many audiences with the Shah before. It was just that the Shah was 
very much interested in an airplane to replace the F~4, and our P-530 
lie was interested in. The Germans happened to be interested at the 
same time. And knowing that the Chancellor and Shah were going to 
have a meeting, I felt it was important to apprise the Shah of the 
progress of the plane in anticipation of the visit with the Chancellor. 

Because Roosevelt was already going down there, I gave him as a 
message carrier. He was not a salesman. He was carrying a message to 
His Majesty. 

Senator Clark. Just to carry a message to him? 
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Mr. Jones. That is really what he was doing. 

Senator Clark. How much money was Kermit Roosevelt Associates 
Inc. paid over the course of its contract with Northrop ? 

Mr. Jones. I will have to get it for you. It is $75,00 G now; they 
started at $15,000. My guess is half of that times 10 years. Maybe 
$400,000. We will find it for you. 

[The information referred to follows:] 

The total amount of consultant fees paid to Kermit Roosevelt Associates from 
fiscal year 7/31/65 through 6/30/75 is $437,864. 

INVOLVEMENT OF CIA 

Senator Clark. On page 22 of the documents, Mr. Roosevelt says, 
quote, “My friends in the CIA are also keeping an eye on things.” 

One page 295, a little earlier, he says, “I have talked to a friend at 
my old place of employment who seems to be somehow or other in¬ 
volved in various discussions relating to the decision he reports.” 
End of quote. 

Was one function performed by Kermit Roosevelt for Northrop 
that of the funneling of information gathered by the CIA into hands 
of Northrop ? Is that what you interpret that to mean ? 

Mr. Jones. No; not at all. 

Mr. Lewis. How about vice versa? 

Mr. Jones. I don’t know. 

Senator Clark. You don’t know whether your company provided 
any information to the CIA ? 

Mr. Jones. I have no knowledge. Our people are debriefed on trips. 
I have been debriefed, I can tell you. Information flowing from our 
company to the CIA, I cannot answer that. 

Senator Clark. Are you aware of any previous connection between 
any Northrop agents, aside from Mr. Roosevelt, and any intelligence 
activities in the U.S. Government ? 

Mr. Jones. Not to my knowledge. 

Senator Clark. That you, Mr. Chairman. 

Senator Church. Senator Clark. 

I think we are just about finished, Mr. Jones. 

PAYMENTS OF AGENTS 

One question keeps recurring to me. You have indicated that earlier 
in response to a question of mine that concealment of agents, whatever 
the device may be, whether it is the corporate device or some other, is 
not good practice. I agree. 

I am wondering whether it is good practice to base the fee tq be 
paid to an agent on the size of the contract. 

Now, it is clear that that has been done. It may be the general prac¬ 
tice. But in some cases, you do pay an agent a fee. The contract is 
made; he gets a definite fee. You can judge his services from year to 
year on the basis of that contractual arrangement. If he is worth his 
fee, he continues to get it. If he isn’t, you retain some other agent. 

When you have a contingency fee, then you build in an incentive 
for wrongdoing, particularly if the agent is ioosely connected with the 
company and is given a wide field in which to operate without any 
rigid reporting requirement. 
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The inducement is !built in; the device is such that an agent is 
strongly provided with an incentive to get as large a contract as is 
possible. The larger the contract, the bigger the fee. When you are 
dealing with contracts of this character, the fee can build up into a 
multimillion-dollar fee. 

Do you think that is a good practice? Isn’t an open invitation to 
overreaching an impropriety ? 

Mr. Jones. Well, human nature and I guess the laws of economics 
would say that a person that had a larger amount to gain would risk 
more in making the gains. Is that what you are saying? 

Senator Church. Yes. 

Mr. Jones. I think that is true. It is really the question of the tempt¬ 
ation is there, obviously, I agree with you. But taking the case of a 
Japanese trading company, as an example, and just as an example our 
T-38 airplane the Japanese looked at for 4 years. I never would have 
tried to sell it to Japan. I couldn’t understand whether they were 
going to do it or not. The trading company believed they could. They 
spent I don’t know how much effort, and thev didn’t sell it. It prol>- 
ably cost them $2 or $3 million. That would be a market that I, 
Northrop, would not have reached; and thought of in TJ.S. terms, it 
would be jobs not created. But the willingness of somebody to venture 
with you with Irs own effort is a plus, too. So if there are good people, 
and they must be good, they must be excellent. If you get them ven¬ 
turing with you, you will enter markets that you cannot afford to enter. 
This is the value of an agent. It is a pure economic one. 

Senator Church. It is not just a question of good people, though 
clearly they are to be obtained, and if available. 

It is also a question of the arrangement that is made with them. 

And if the arrangement is such as to maximize the return to them, 
they make the contract, and the bigger they make it, the better it is for 
them, then there is a clear incentive, perhaps, even for the best of 
people, there is~ a great temptation of overreaching and engaging in 
improper conduct, because the price is so large, the fee is so big. It is 
the same problem that we have in dealing with the criminal under¬ 
world. They are trying to control drugs. The price is so high, the in¬ 
ducement is so great, that a whole system of corruption develops. And 
I am afraid that we have had sufficient evidence, not just from North¬ 
rop but from other companies, to suggest a system of corruption is 
developing here, and unless these techniques are changed, unless the 
contractural relationships with foreign agents are based on fixed fees, 
rather than contingency fees, this problem is not going to be 
eradicated. 

Are there any other questions? We have only 5 or 6 more minutes 
before we conclude. 

Mr. Jones. I agree with that, and in fact we always prefer to deal 
with a country that has a procurement system that doesn’t require an 
agent. We feel more comfortable. 

The Shah has shifted to that. And the minute he shifted, we termi¬ 
nated our agent agreement. 

THE PROBLEMS TO OTHER GOVERNMENTS 

Senator Church. I am hopeful that these hearings may have as one 
of their effects a signaling of the problem in such form that govern¬ 
ments will take defensive action on their own. 
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Mr. Jones. I hope so. 

Senator Church* And thus reduce the problem. 

I would like to request for the record that the other questions we 
have not had time to ask this morning, that they be responded to in 
writing so that the record may be completed, and apropos of Senator 
Clark’s request, I do believe that you did not have advance notice that 
this subject would be raised. 

Mr. J anofsky. That is right. 

Senator Church. And therefore, I would in accordance with the 
normal procedures of the committee, suggest that you make available 
the names that Senator Clark has requested. If you have those names 
in your possession, make a written list available to the committee and 
supply it to the committee in that form. 

Mr. Janofsky. That was the point of my concern. 

Senator Church. I understand. You put your finger on it, Senator. 

Very well. If there are no further questions, the hearing is 
adjourned. 

[The information referred to follows:] 


Law Offices of 

Paul, Hastings, Janofsky & Walkeb, 

Los Angeles, Calif., August 25, 1975. 

Jerome I. Levinson, Esq., 

Counsel , Subcommittee on Multinational Corporations , Committee on Foreign 
Relations, U.S. Senate, Washington, D.C. 

Dear Mr. Levinson: In accordance with the commitment of my client, Mr. 
Jones, at the hearing held before the Subcommittee on June 10, 1975, to respond 
in writing to questions that there was not time enough to ask on the occasion of 
the hearing (Tr. p. 182), I enclose herewith copy of such questions as received 
from your office and Mr. Jones* responses thereto. 

As to the matter of furnishing the Subcommittee with a list of Department 
o!. 1 Defense and military personnel who were entertained at Northrop’s Maryland 
b unting facility, a separate letter is being forwarded by the company addressing 
this request which you should receive shortly. 

I believe that this now completes the record as far as Mr. Jones is concerned. 
Sincerely, 

Leonard S. Janofsky. 


Question 1. Who was No. 1 referred to in a cable from General Gallnnd? What 
was his position? 

Answer. I believe it was. the chief of the German Air Force. 

Question 2. Is it proposed to continue the relationship with Siemens in Iran 
despite the feet that Siemens has refused to provide information to the Ernst & 
Ernst Investigators on payments Northrop made to Siemens* Swiss bank account 
for use in that country, postsibly for bribes? 

Answer. This is a matter to be determined by the Board of Directors. 

Question S. Is it fair to the shareholders of Northrop to oblige them to pay 
this amount because without Siemens* cooperation, these sums transferred can¬ 
not be deducted from taxes? 

Answer. It is fair provided that the services provided by the payment of these 
funds yield a net gain to the corporation. In this case Siemens refused to give 
what they considered to be proprietary marketing information to the consortium 
partners who are also strong competitors on other projects in the same market 
area. 

Question 4. Is it proposed to continue with Khashoggi despite the unanswered 
question as to whether he passed on the money to the two Saudi generals? Can 
business be done in such an ambiguous atmosphere? 

Answer. This is a matter to be determined by-the Board of Directors. 

Question 5. Were you aware of the possible conflict of interest in the case of 
John Ruse Blandford, to whom Mr. DeFrancis was making payments? 

Answer. We knew Blandford, who was a member of a law firm, served other 
clients. However, we did not intend to utilize his services in areas where there 
was a potential for conflict of interest from our viewpoint, nor did we expect 
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to receive from him information relating to proprietary matters or trade secrets 
of his other clients. 

Question 6. Were you aware that Johannes Gerritsen, the Dutchman you hired 
to further sales in the Netherlands, was at that time the chief agent of the 
Lockhead Corp. in that country and registered as such? 

Answer. Yes. However, it was determined that there were no specific products 
in the area of his service for Northrop that were in conflict with his Lockheed 
representation. By the nature of his representation of Lockheed, he felt and I 
felt there was no conflict with the specific duties he was going to perform for 
Northrop. 

Question 7. Is there no problem in Mr. Khashoggi representing Lockheed at 
the same time as Northrop? How about Mr. Weisbrod? Can these men represent 
two competing airplane companies? 

Answer. There could have been, but the question was faced openly in discus¬ 
sions with Mr. Khashoggi and Lockheed. Several of our proposals provided for 
the use of Lockheed Services Company in some areas. In the case of Weisbrod, 
we felt there was no conflict of interest. 

Question 8. Who is Eddy Hess? What does he do for Northrop? 

Answer. Eddy Hess is a private citizen of Germany. He acted under the terms 
of Mr. DeFrancis* contract, which stated that he could employ other personnel 
to assist him provided it was approved in advance. He visited various members 
of the German aircraft industry and government so as to be able to provide 
information—to be useful in developing marketing plans for Germany. 

Question 8. Who is Theo Bennahum? What does he do for Northrop? 

Answer. Theo Bennahum was a French citizen who had a consulting and 
agent organization that represents companies around the world. There is no 
contractual relationship between Northrop and Bennahum. Theo Bennahum 
is the father of Michael Bennahum, who has a relationship with EDO. 

Question 10. Did you know Mr. Gerritsen’s brother? 

Answer. No. 

Question 11. Do you know his name? 

Answer. I have checked, and his name is Johannes. 

Question 12. Do you resent that Mr. Gerritsen worked for both companies? 
(Lockheed and Northrop) 

Answer. No. As I responded in my answer to a previous question, it was 
determined that there were no specific products in the area of his service for 
Northrop that were in conflict with his Lockheed representation and, especially 
since he was a sales representative for Lockheed but not a sales representative 
for Northrop. By the nature of his representation of Lockheed, he felt and I felt 
there was no conflict with the specific duties he was going to perform for 
Northrop. 

Question 18. You have testified that Mr. Gerritsen was recommended to you 
by several people in the highest levels of Dutch Government. Who were these 
highest levels? 

Answer. I do not recall. 

Question 14. Did they receive payments or favors for their help? 

Answer. No. 

Question 15. You have testified that Gerritsen was hired to provide confidential 
communications between the highest levels in Dutch Government and the Presi¬ 
dent of the Northrop Corporation. Who were these highest levels? Were they 
the same people who recommended Mr. Gerritsen? 

Answer. I did not so testify in my appearance before the Committee. In a 
statement to Ernst & Ernst dated 20 August 1974 I stated Gerritsen was to act 
as a trusted communications channel between the highest levels in the Dutch 
Government and the President of Northrop Corporation. The highest levels were 
persons in the Defense Ministry and the Dutch Air Force whose names I do not 
recall. I do not recall if they were the same people who recommended Mr. 
Gerritsen. 

Question 16. What kind of confidential communications did Mr. Gerritsen 
provide? 

Answer. As an example. I was concerned that the reputation of Northrop and 
its product be maintained. To this end I asked him to keep his ears open for 
any complaints concerning our F~5 airplane being operated by the Dutch Air 
Force and to notify me of any problem areas he heard of. 

Qtiestion 17. Are you aware that the highest levels in Dutch Government who 
provided those confidential communications might have violated Dutch law? 

Answer. No. 



Question 18. Were they paid for their help by anyone who might have had 
or have a relationship with the Northrup Company, like Mr. Savy or Mp. Frorlep 
of the Economic and Development Corporation? 

Answer. Not to my knowledge. 

Question 19. You testified that high government officials in Holland in 1967 
suggested you to establish an office in Amsterdam to facilitate verbal com¬ 
munications. Who are these government officials? 

Answer. I do not recall. 

Question 20. Did they receive payments or favors of any kind for their help? 

Answer. No. 

Question 21. In memorandum of September 27, 1971, Mr. Parsons tells you 
that a certain Mr. H. L. Visser was recommended as a consultant by Major 
General Bosch. Who is this Mr. Visser? 

Answer. I do not know. 

Question 22. Do you know Maj. Gen. Bosch? 

Answer. I had a casual, professional relationship with Gen. Bosch. He was 
an officer in the Dutch Air Force. 

Question 28. How could Major General Bosch recommend someone to the North¬ 
rop Co.? 

Answer. He simply did it. It is not unusual to receive recommendations from 
individuals who are aware of our company and who know of people in directly 
or indirectly related fields. 

Question 24. Was Major General Bosch paid by Northrop for his help or was 
he paid through other channels? 

Answer. To my knowledge Major General Bosch received no payments of any 
kind by or on behalf of Northrop. 

Question 28. How would you describe Major General Bosch's relation with 
Northrop? 

Answer. It was a casual, professional relationship. 

Question 26. What is your relationship with Prince Bernhard? 

Answer. We are friends of long standing. 

Question 27. How often do you or did you meet the Prince? 

Answer. We meet socially once or twice a year. I also meet him occasionally at 
Fokker-VFW Board of Directors meetings. 

Question 28. Do you feel it appropriate to discuss business with the Prince? 

Answer. I do not feel it is appropriate to discuss Dutch procurement business 
with the Prince. 

Question 29. Has the Prince been of any help to Northrop? 

Answer. The Prince has been of help to me in my gaining a better understanding 
of Europe. 

Question 80. Did the Prince give you any advice in selling the YF-17 Cobra? 

Answer. He did not give me any advice in selling the YF-17 Cobra. 

Question 81. Did he receive payments or favors of any kind for his involvement? 

Answer. No. 

Question 82. The memorandum states “although the company has excellent top- 
level relationships in Holland . . ." who are these top-level relationships; what 
kind of help did they provide; were they paid directly or indirectly paid by 
Northrop? 

Answer. “Top-level relationships" are Dutch Air Force officers whom we have 
known in connection with our N-150, the F-5 airplane, and working with the 
Dutch on the concept that led to the P-580. It is the practice of any aerospace 
company to hold discussions on an informal, non-contractuai basis with Air Forces 
and other individuals with knowledge of aircraft operations during the period the 
company is trying to formulate its basic concepts and designing the resulting air¬ 
craft. This is necessary to understand the individual long-range requirements of 
each country in order to be able to work ahead of time. Dutch Air Force officers 
were not paid directly or indirectly by Northrop. 

Question 88. It was through Mr. DeFrancls’ consultations and direct efforts 
that the German Government became interested in participation in supporting 
(the Cobra program) as a matter of their own national policy, the smaller coun¬ 
tries of NATO, culminating in a letter offer (sensitive) from the German minister 
to the Dutch minister that the German Government would contribute $50*million 
to the first phase of the development of the 580 (Cobra). Why was this offer made 
to the Dutch minister? 

Answer. I do not know. 

Question 84. And why not to Belgian, Danish or Norwegian ministers? 

Answer. I do not know. 



Question 35. Who was the Dutch minister? 

Answer. I do not recall. 

Question 86. What was his relationship with Northrop? 

Answer. None. 

Question 37. Did he receive payments or favors from the company, directly or 
indirectly? 

Answer. No. 

Question 88. Why did the offer fall through in 1971? 

Answer. I do not know. I conjectured that it was because the Dutch Govern¬ 
ment fell. 

Question 39. Who in the new Dutch Government in 1971 wished Germany to 
reinstitute its offer? 

Answer. I do not know. 

Question 40. Did you or a representative of Northrop have any contact with 
the Dutch Government or its officials prior to this request to reinstitute its offer? 

Answer. I do not recall. 

Question 41. What kind of commitments were to be made by Mr. Savy, for 
which you gave your authorization? 

Answer. The authorization was for an advance in anticipation that he would 
be required in the event of a go ahead in the 530 sales program to employ persons 
to help him in monitoring how we were succeeding in our sales efforts. 

... Question 42. Who were Involved in the Netherlands operation? 

Answer. To my knowledge there was no Netherlands operation. 

Question 43. The $26,000—was it used for payoffs or other kind of payments? 

Answer. Not to my knowledge. 

Question 44 * Are you aware of why Savy did not need all the money requested? 

Answer. Because the heavy sales efforts on the 530 did not occur at that time. 

Question 45. Moreover, why did you authorize a payment of $60,000 to Savy and 
$60,000 to Euradvice, while Savy just asked for $60,000 to be transferred to Savy’s 
Euradvlce? 

Answer. Because according to Allen's memorandum of 28 February 1972 he 
requested an equivalent amount. 

Question 46. In the documents (286f) there is a letter to one Antoine Leenhards, 
who was president of the Crown Cork Co. in Belgium offering him a consultancy 
contract which you signed. Can you explain how it was that an official of a com¬ 
pany in a wholly different line of business was approached this way? 

Answer. Mr. Leenhards is a businessman of high reputation. He represents 
many businesses in Europe. Among others he is reported to be Chairman of 
Crown Cork in Europe. 

Question 47. Did he accept? 

Answer. Yes. 

Question 48. What did he do for Northrop? 

Answer. He gave us advice and consultation with respect to presenting our air¬ 
craft to the Be’gian Government. 

Question 49. In the documents there is information about a telephone call you 
had from Mr. Savy regarding a Belgian parliamentarian who, in return for 
“insurance” was prepared to attack Defense Minister Paul Vanden Boeynants 
for favoring the Mirage contract. Did you agree to Mr. Savy making such a 
payment? 

Answer. No. 

Question 50. Who was the parliamentarian? 

Answer. I do not know. 

Question 51. Did he make the attack? 

Answer. No. 

Question 52. Mr. Jones, it was you who initiated the creation of a network of 
agents and consultants to promote the sale of Northrop products abroad, was it 
not? 

Answer. Northrop’s use of overseas consultants and agents evolved over a long 
period of time and it woiPd be incorrect to say that I “initiated the creation of a 
network of agents and consultants.” 

Question 53. Why did you feel that the hiring of such agents, ^hose services 
are quite costly, was necessary ? 

Answer. We felt it was necessary because the corporation itself did not possess 
sufficient local knowledge to properly represent interests of the corporation. We 
felt hiring of foreign agents and consultants was a more efficient and less expen¬ 
sive way than trying to provide the necessary services from California. 



Question 54. You personally arranged for the hiring of many of these agents, 
did you not? I refer to Pg. 85 of the documents which reads as follows: “Frank 
J. DeFrancis: employed by Thomas V. Jones on August 29, 1067. J. Gerritsen: 
employed by Thomas V. Jones on August 7, 1967. General Stehlin: employed by 
T. V. Jones on April 30, 1964. H. Weisbrod: employed by Thomas V. Jones on 
April 3, 1968. Economic and Development Corporation: employed by Thomas V. 
Jones on March 22,1971.” 

Answer. No. I did not arrange for the hiring of many agents. Out of a total of 
several hundreds I hired only the five' above enumerated and possibly a very 
few others. 

Question 55. Most of these agents reported directly to you, did they not? 

Answer. No. Only the five individuals or organisations above enumerated. 

Question 56. Considering the frequency with which some of the agents re¬ 
ported—e.g., DeFrancis once or twice a week, sometimes daily for as much as an 
hour*—you must have fairly detailed knowledge of their activities. Yet, the com¬ 
pany’s interim report suggests no one in Northrop had more than a vague and 
general knowledge of the agents’ activities. How do you explain this apparent 
discrepancy ? 

Answer. The auditors’ interim report does so suggest. I feel I and others had 
substantial knowledge of the activities of DeFrancis, Gerritsen and Stehlin. As 
to Weisbrod, I felt I observed the favorable results of his activities. As to EDO, 
there was little activity and I relied on DeFrancis. 

Question 57. In reference to P. 94, it is noteworthy that, with the exception of 
General Stehlin, all of your agents reported verbally only to Northrop. Con¬ 
sidering the vital importance of these sales involved and the large sums to be 
expended by Northrop for the agents’ services, wouldn’t it have been normal and 
prudent management procedures to require regular written reports instead? 
Why was this informal verbal method used instead? 

Answer. This procedure has been changed. 

Question 58. Does Northrop have foreign agents who report to other divisions, 
or to other executives in the company ? 

Answer. Yes, the vast majority of our agents and consultants report directly 
to a division and subsidiary executives and corporate executives other than 
myself. 

Question S9. Let me read to you from an internal memo from Northrop’s Asso¬ 
ciate General Counsel, R. B. Watts, Jr., dated May 4,1978, p. 158: 

“All consulting agreements originated by the President’s Office or that involve 
consultants who report directly to the President shall automatically be treated 
as sensitive.’’ 

Why were these agency matters considered particularly sensitive while agents 
contracts with other officers were apparently handled as a routine matter? 

Answer. I do not know why Mr. Watts made that statement. 

Question 60. Mr. Jones, I wish to quote from a report of your Interview with 
the Ernst & Ernst investigators at P. 72 of the documents: 

“Jones stated that lie had asked that (EDO) be formed, and that he had par¬ 
ticipated quite heavily in the structure of the company.’’ 

Yesterday, Mr. Millar testified that it is impossible to determine who are the 
shareholders of EDO and how EDO disbursed its funds. Why did you structure 
EDO in a way which hid its activities and ownership from your own company? 

Answer. The structure was not intended to hide its-activities amLownership 
from the company. This general area was covered in my public testimony before 
the Committee. 

Question 61. On page 181 of the documents, Mr. DeFrancis refers to his con¬ 
siderable work in 1971-72 in the area of the “offset or balance of payments 
situation,’’ which apparently involved a proposed German agreement to provide 
money for development of Northrop’s P-4580 (which later became the YF-17). 
Just what did this considerable work entail? 

Answer. Mr. DeFrancis had specific knowledge with respect to the manner in 
which offset packages were worked out between the United States Government 
and Germany. His work was concentrated on our working up a proposal for our 
own Government which would satisfy the requirements of the Germans. 

Question 62. Did you or any other Northrop executive discuss these offset ar¬ 
rangements with U.S. Government officials? With whom? 

Answer. Yes, among others were Secretary of the Treasury Connally, Under¬ 
secretary of State Department for Economic Affairs Casey, Secretary of the Air 
Force Seamans and Strauss Leon, Director, Military Export Sales, International 
Business Assistance, of the Commerce Department. 
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Question 63. What was the position of the U.S. Embassy in Bonn on this 
matter? 

Answer. I am not aware of its position. 

Question 64- What position did DOD take? 

Answer. I do not know. 

Question 65. What happened to the proposed arrangement? 

Answer. It was never implemented. 

Question 66. On page 189, Mr. DeFrancis refers to having asked for $60,000 
to pay Dr. Bach and Dr. Eddy Hess. Was Dr. Bach a member of the Bundestag 
at the time he earned this fee? 

Answer. I do not know. 

Question 67. What services did he perform? 

Answer. I do not recall. 

Question 68. Who Is Dr. Eddy Hess? 

Asnwer. Dr. Hess is a private citizen of Germany, I believe, formerly asso¬ 
ciated with the German Embassy in Washington. 

Question 69. What services did he perform? 

Answer. I do not recall. 

Question 70. Were their activities'related to the offset arrangement? 

Answer. I cannot recall. 

Question 71. Mr. Jones, you told Ernst & Ernst investigators that to your 
knowledge, no Northrop agent ever “provided funds to third parties at the direc¬ 
tion of the Northrop Corporation .*• These responses were apparently accepted 
by the investigators as evidence ihat such payments were in fact not made. 
However, the agent DeFrancis, is quoted by Mr. Crim on Pg. 187 of the docu¬ 
ments as stating that although he had not made any payments at Northrop’s 
direction, “he did make certain cash payments which he cleared with T. V. 
Jones,” and that he, “kept a type of cash fund which “everyone occasionally 
needs to have” to pay people “of the type who would not want their name asso¬ 
ciated with Northrup." He added that he did not consider getting your con¬ 
currence in these payments as “making them at Northrup’s direction.” To whom 
were these payments by DeFrancis in which you concurred made? 

Answer. I believe the intent of the question asked by Ernst & Ernst was 
whether any illegal payments were provided to third parties at the direction of 
Northrop Corporation, to which question I responded in the negative. I know 
of no cash payments by DeFrancis other than the cash provided by Mr. Allen 
which Mr. DeFrancis states was for the purpose of paying Mr. Blanford. 

Question 72. What was the purpose of these payments? 

Answer. See answer to last question. 

Question 73. Did other agents make-payments to third parties with your con¬ 
currence? To whom? 

Answer. No. 

Question 74 . Who is Mr. Gerritsen, and when was he first retained as a con¬ 
sultant by Northrop? 

Answer. Mr. Gerritsen was first retained as a consultant by Northrop in 1967. 
Gerritsen is a well-known and outstanding individual in Holland. He comes 
from a fine Dutch family, and before World War II was a member of the 
Olympic swimming team and the Dutch national soccer team. During the War, 
he was active in the Dutch underground. He was captured by the Germans and 
was used in medical experiments which affected his health. He is a leader in 
an organization that preserves the close association between the Dutch under¬ 
ground leaders. 

Question 75. What office does Mr. Gerritsen hold in Holland; what are his 
business connections? 

Answer. He acts .as representative for several big companies, I believe. I am 
not sure of each one and his business connection with them. It was my under¬ 
standing that Mr. Gerritsen, his brother J. Gerritsen (who lived in Switzerland), 

I believe his son and perhaps others had some sort of business relationship in 
which they represented the interests of various companies doing business in 
Europe. 

Question 76. How much money has been paid to Mr. Gerritsen by Northrop 
over the course of his contract ? 

Answer. From 1967 to 30 June 1976—$77,500. 

Question 77. On page 284 of the documents, you say, “While Gerritsen’s level 
of activity on behalf of Northrop has not been high, w’hen he has been used either 
by Northrop or by the Dutch Government, it has been in extremely important 
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and sensitive situations that have been highly beneficial to our business-rela¬ 
tionship in Holland.” Could you describe for the Subcommittee what some of 
those “important and sensitive situations” were? 

Answer. As an example, I was concerned that the reputation of Northrop 
and its product be maintained. To this end I asked him to keep his ears open for 
any complaints concerning our F~5 airplane being operated by the Dutch Air 
Force and to notify me of any problem areas he heard of. 

Question 78. Who is Mr. Meuser? What does or did he do for Northrop? 

Answer. Mr. Meuser obtained his Masters degree at the Swiss Federal Insti¬ 
tute of Technology. He was with KLM and had wartime service in the RAF. 
He is a person with many years of experience in the aeronautical industry. He 
was never paid by Northrop but as a personal friend of mine has provided 
advice and counsel. 

Question 7 9. Why was Mr. Gerritsen paid on ft Swiss bank account? 

Answer. At his request 

Question 80. Did Prince Bernhard recommend Mr. Gerritsen to you? 

Answer. I do not recall. I know they were friends and that Prince Bernhard 
had a high regard for Mr. Gerritsen. 

Question 81. Did any Dutch Government officials, military personnel or mem¬ 
bers of Parliament receive travel expenses, payments, other favors or gifts 
directly or indirectly from Northrop? 

Answer. Not to my knowledge. However, I have Just been advised by our Air¬ 
craft Division that four members of the Dutch Parliament had their transpor¬ 
tation expenses paid to visit our Hawthorne plant, and on another occasion a 
group of Dutch Air Force officers and two civilians from the National Research 
J laboratory, which is a government agency of the Netherlands, were entertained 
in connection with their visit to our plant. 

Question 82. In your statement as transcribed by Ward & Paul, on p. 105, you 
state that the arrangement which you discussed with Mr. DeFrancis for mak¬ 
ing use of independent businessmen or people paid on a commission basis “did 
not develop into Economic & Development Corporation (EDO) until 1069.” What 
arrangements applied prior to that date which “developed” into EDO? 

Answer. None. 

Question 83. On p. 104 of your statement you indicate that “early at that time” 
you started “considering such an arrangement”. What other arrangements did 
you consider, were any of them in fact put into practice? What were they? 

Answer. Augmenting our current sales organization in foreign countries and 
establishing new offices to obtain broader coverage. This approach was not 
followed. 

Question 84 . On p. 119 you state that “at the present time” and “in the future” 
liaison will be “on ft strict definition of the effort in each country,” and “naming 
who the individuals are but the contract mechanism can stay the same.” Can 
we draw from that statement the inference that the existing arrangement with 
EDO as regards individuals who already may be acting as consultants or share¬ 
holders of EDO will be maintained? 

Answer. The arrangement with EDC has been terminated 

Question 85. On p. 128 you state that Lockheed “used the Economic Develop¬ 
ment Corporation in Frankfurt” for sales of F-104 starflghter. You state fur¬ 
ther, “the contract was taken by that corporation and then passed on to Lock¬ 
heed,” This information is not available in this country. How do you know this? 

Answer. I do not have firsthand knowledge of this but at the time I believed 
from reports from various people whose names I do not recall that this was the 
case. 

Question 86. Did you learn of it directly or indirectly from any former or pres¬ 
ent Lockheed employee or agent ? 

Answer. Not to my recollection. 

Question 87. Is Lockheed’s use of the EDC in Frankfurt the reason that Mr, 
DeFrancis wrote to you of his satisfaction at being able to take the name Eco¬ 
nomic & Development Corporation for the Northrop entity he was setting up in 
Sw^^r^lpn^ ' 

Answer, I do not know. 

Question 88. 1'ou also stated on p. 128 that the form of the “contract came 
from a commission agent agreement that Lockheed had, perhaps for another pur¬ 
pose.” By what means were you aware of the form of the contract which Lock¬ 
heed may have had with its Commission agents? 

Answer. We had a copy of the contract but I do not recall how we obtained it. 

Question 89. In your testimony you stated on p. 158 “when they wanted us to 
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set up an office in Holland because they had purchased our airplane’* and “they 
wanted that liaison,” “they said why don’t you at least get somebody.” ”... and 
it was suggested that Gerritsen might be the one. They said someone like Hans 
Gerritsen.” You also said that you do not remember who in the Dutch Govern¬ 
ment you were discussing these matters with. Has your memory been refreshed? 
Have you been able to determine who it was that suggested that Northrop open 
an office in Holland? Who? Do you remember who it was who suggested “some¬ 
one like Hans Gerritsen”? Who? 

Answer. I do not recall who suggested Northrop open an office in Holland, nor 
who suggested Gerritsen. 


Northrop Corp., 

Los Angeles, Calif., August 26,1976. 

Hon. Jerome T. Levinson, 

Counsel, Subcommittee on Multinational Corporations, Committee on Foreign 
Relations, U.S. Senate, Washington, D.C. 


Dear Mr. Levinson : During the testimony of Mr. Thomas V. Jones, President 
of Northrop Corporation, before the Senate Subcommittee on Multinational Cor¬ 
porations on June 10, 1975, Senator Church requested the company, through Mr. 
Jones, to supply a full list of DOD and military personnel who had attended a 
hunting facility leased by Northrop on the Maryland Eastern Shore. Because 
Mr. Jones was unfamiliar with this matter, he made no commitment to provide 
such data. 

Nevertheless, the Company reviewed its records in an attempt to determine the 
source of information referred to in Section II of the Auditors’ Report which 
contained a breakdown (but not the names) of persons apparently attending the 
hunting facility from DOD, from other executive branch agencies, and from the 
Congress (including staff). We discovered that the Auditors’ breakdown was 
compiled solely from invitation lists and lists of persons designated to receive 
game shot by those in attendance at the facility. These lists include some per¬ 
sons who never attended the facility or otherwise received corporate hospitality 
from Northrop. We were unable, however, to construct an authoritative list of 
persons who attended, and it appears that no such lists were maintained in our 
flies. 

For this reason, Mr. Janofsky’s August 4 letter did not contain the material 
requested by Senator Church in reference to the hunting facility. Northrop 
believes it would be unfair to the individuals named in the invitation lists to 
release those lists before an effort was made to determine whether in fact such 
person actually attended the hunting facility. In this connection, Northrop learned 
in June that the Department of Defense, through its Office of General Counsel, 
was conducting an investigation of this matter. We understand that this investi¬ 
gation Is designed to ascertain not only the names of all persons attending Nor- 
throp’s leased hunting facility but also under what circumstances. At the request 
of the DOD General Counsel, on June 13 Northrop submitted the invitation lists 
to DOD to assist in its investigation. 

We understand that preliminary investigation has confirmed that many per¬ 
sons' named in the Northrop lists never attended the hunting facility. We have 
also been informed that each of the services is involved in investigating the ac¬ 
tivities of its respective personnel and that the Department has now made sub¬ 
stantial progress toward completion of its Investigation. 

Northrop supplied its lists to DOD with a request that they be treated as con¬ 
fidential pending the outcome of its investigation, consistent with the provisions of 
the Freedom of Information Act. We hope that the Subcommittee will honor the 
principles of fairness and due process which underlie this request. In any event, 
in light of the ongoing investigation, we believe that further inquiry by the Sub¬ 
committee regarding this matter should be made directly to the Department of 
Defense. With the results of the DOD investigation, the Subcommittee can con¬ 
sider this matter based upon facts which the Company does not possess. 

Sincerely yours, 


Robert B. Watts, Jr., 
Acting General Counsel. 
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Earl 

^Mr* Jack Carpentry'' 

jSitn Bob jUoybX^ 
y j li i J o lwMi -a o^. 

purv^mi rq ^ ' 4 ■ 
b Holcoroid' 
j^Mason Shehjtf 
Wllsdfi^ 

V': • 

|.>>*• Total 

fcfWihl goose dinner will be served on the night of 31st of October at 20:00 hours. 

fccr * g«*«* jz /o 

i jt 

I / • /£ CCfSf? • 

fir. i<> c™>:^ 


Dinner 
n Oct« 31 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

14 


X 

X 

X 

X 

X 

X- 

X 

X 

X 


X 

X 

X 

12 


X 

X 

X 

X 

X 

X 

X 

X 

X 


X 

X 

X 

12 
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’/•dr' 


NAME 


HUNTING SEASON 1972-1973 


DINNER 


Nov, 2 


A dm, Bardshar *. * ^ 
-^dmctWelnel— % •/ 

A dm. McClellan 
Capt. Tad Hill ' 


vMajS-Gen—I^Ga^Brow^ 

Mr, Tom Scotl* «—• 2/ 

Mr. Chet Sobae^ 


Mr. Bob U.dyi/' tj-QecM.C 

> 'dii^AUr^Wrobd' 

. 11 ;. 

l ji di. - Cfiu fciwig» tnnr i> od 
Jim Holcomfctr^ - 

* Mae on Sheba tS 

[■ m.p. ynu<$y 


" 4^, * * 1 

W' ' ’"V ' 


w: 


X 

X 

X 

X 

.X 

X 

X 

X 

,x 

X 

X 

X 

X 


13 


TOTAL fQ 


HUNTING 
Nov. 3 Nov. 4 


X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 


43 


3 - 


X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X . 

X 

X 


14 

uT 
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NAME JL^a-v DINNER. 

Nov, 8 

M/Gen. Homci Manson (^ X 


HUNTING 
Nov, 9 


X 


Col, Joe Moore 
• » 

^in^AhniiVin^ 
t Frank KecnaVf* 
W, P. WiU^ 



On night of 8 N amber we will hove dinner at the Robert Morris Inn, 
We will have ». idwichee for lunch on the 9th of November at Holly 
Point, 


UifJbJ fo - 

. ' I QiZMCfL^' 

c. " ^ 

? , . $*«-■ tot*-' 
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isAifti! 


DINNER: 

HUNTING 



9 Nov. 

10 Nov. 

11 No 

Mr. }\uss Bitindfor^^ 

\ 

*• 

- X / 

X 

X 

Mr. Bob Buri *<£ 


X 

X 

X 

Dr. Crovei/^ * 


X 

X 

X 

Mr. L. Dixon j£X* 


X 

X 

X 

Mr. L. Dixon 


X 

* X 

X 

A dm* Moans Johnson. 

*il 

X 

X 

X 


V* 



*x 

' Mr, Owen ChaffcV^ 

, 

X 

X 

> 

Mr* McGinn//* 

•V 

x • 

X 

X 

W. 1>. Wilson*, 


X: 

X 

> 

Meson Shcha^ 


x 

X 1 

> 

Jim Holcoml^^^ 


X 

X 

X 

^Mr. Cordon Nease 


X 

X 
/ • 

X 


jO/!Uu+J> • 


Ui'O 
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Co, 


"WT.N0 5MS0N , m .„„ 
dinner 


^0£_ . •, 
to <<P. lOf ct.^ 

&. ^ C.l tW**T 


y 


£ 


<&£££. AC'c cr* z> 

Gee c, c Dfu iv/rtn o 
lQt\‘ ^ &fiUWD//e> \ 

~j' yUO^L 


hunting* 

^/Vfu. f£/ 


vC 

A 

sc 


-3 




Cu#f>£* 


2. 

2- 


❖ 
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.w 


- nurranc sla;>om 1972-1973 


NAME 

# PINNER 1 J 

HUNTING 


16 Nov, 


17 Nov. 18 Nov. 

Nelson Gra^fc*" 

*x 

> 

X X 

Iffionny Crav^ 

X 


X X 

1 *I>*vld Kin£_- 

X 

*- 

X X 

^Mr. C. B. Robe4*^ 

X 


X X 


' ot CZ* 3<f 

; sa r>. ygTtssX: 


ssutoj 


5se 


fr/‘. _ 


nitl-*9. ?-ytrLL^ . 


-X- 

•K 




^* >, r~ *i ' ' ''. ‘ 11 X * 


\ S7t?gn;TH3irKTigglhg- 



b»M7Ceir^Dvia=gyfcy- 

-X-- 

■ - «• m»* 1 •»X 4 ,^^;; i £^OC 

t Jim Holcornfejr 

• X 

X X 

* Mason Shehif . 

X 

X X 

i w. p. mi^op/ 

X 

X X 

•’ V 

J£?<AA4*«. !<JULaJ 

1 <? 


t Tsr; 

£crc*€. Pcdur^o- / 0 


\ 
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liUNUNU SEASON 1972-1973 


NAME 

A dm. Dlackie Weinel • 

4 __ Admr-Hal-Sh a er— 

A dm. •John 1 Thomks 
r 

~Adm*-lk« Kidd • . 

*. . . f 

> Admr-Blll“HouiTEnr— # 

A dm. Tom McClellan' 

Jim HolcombV^ > 
fitfT 

facts AD/If/? . 

6 C/s * ' • 

/JJPAj ft/iff /^Zc^SetKotiS K/ 
% '• 

£*MJC I/quAo/lsMm) 

Dec $ </. . 

K'cCet-/i-- • 1 

\(>t\w *dc cry 

'c - * . ,‘j 


•DINNER 
Dec. ,6 

• X 
X 
X 
X 
X 
X 
X 


4 


HUNTING 
Dec. 7 

X 

X 

X 

X 

X 

X 



t'SWoo 

U-O/uJ . t j 

<y <_ ». /7ft i ci^- ^ ~~ X. 

(1 ^ V 

-— 



i %.J- 


ar.r /3 5 ^sV 
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HUNTING SEASON 1972-1973 


NAME ' "DINNER, 

-- PttC.7 

Mr. David R. S. McCall V'"' k 

(Pep. Aast. Sec. AF RfeD) , , ~ . 

Mr. Bob Basil* ’ X 4 

(Asst. Dir. ODDRE Int. Program) 


Col. Ed. Kohlmcier 

(USAF Spec. Oper) 

Col. Del Jackie* 

(USAF^Iew Initiatives) 

Vic. Bra' 

.. Bob Brucb/' 

Air. Herman E.. JLaC^cv 
Mr. James Oranhaf^ / 


X A 

X .< 

X <> 

-A 

x £ 
X < 


HUNTING 
Dec. 6 Dec. 9 


X X 
X X 
X X 
X X 

X X 
X X 
X X 



0* 
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HUNTING SEASON 1972-1973 


NAME 

DINNER 

HUNTING 


14 Dec. 

15 D cc 

16 

w ‘ b 

A 



. % t 

Gen. Dave. Burchinal 

X* 

X 

X 

Gen. Horace Wade 

X 

X 

* 

•f-’ 

Gen* Hal Price- 

X 

• X 

— M 

X 

Gen. Jim Hackler.' 

x 

X 

X 

• Moii'c 

X 

X 

X 

^ t.Ci-cic. 

X 

* X 

X 

• Jim Holcombt^ 

X 

X 

X 

W. P. Wilso^ 

X 

X 

X 

Frffo |<j HU 


* 

A 


^arrangements are being made (or three to hunt geese at Billy Meyers the 
and the 16 of Dec. 

Arrangement have been made for quail hunting at Tom Swann's hunting are 
!or Friday afternoon beginning .at about 14:00 his place. 

j 1 
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HUNTING SEASON 1972-1973 


NAME 


John Tutkc 


Jack Carpenter' -x ^Office Phone 2253542 


EARE Morgaifc/^""Office phone 225*3168 


Chet Sobse J 




Office Phone 225-6244 


DINNER 
Dec. 21 

«• 

X 

X 

X 

X 

X ~ 

X 

X 

X 

X 

X 


HUNTING 
22. Dec. 23 


X 

X 

X 

X 

X 

X 

X 

X 

X 

X 


X 

X 

X 

X 

X 

X 

X 

X 

X 

X 


Wm. Myers will have dinner "prepared for Thursday and Friday Nights. 

The telephone for Mr. Myers is (301)476-3439. He will be ready to serve at 
?\bout 7:45. 

Gay Brothers in Easton does the cleaning of the game for us. Take what ever g 
you kill to them and tell them to put it on my bill. 

The big red key fits the front and rear door as well as the door to my room whe 
liquor. is stored if you need more thaja is on the bar table. 

The other two keys fit the decoy house at the hunting area and one fits the room 
at the back of the garage where the shells are kept. . 


■i&j ^ 


4 


\ nu v< 7, , 

q ^ Cj^ 
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1 4 KJ l\ A 1 4\\j SLA jOil 19 < £ -1 / / 3 


NAME 

•• 

DINNER 
28 Dec. 

“Art Kuhl 


* X 

. , / __...\ T, 

^Harry Evank^ 


X 

A • ' / 

Bob Ashcraft 




X 

*John t 

'JDucan Kiyerl/^ *1 

Dick Bow an • ^ 

* 

, J 


X 


X 

\ 

X 

Matt Bowan 

^ . ; * . 


X 

%t - ■ r 

'“John Melby 

W. P. Wileo^/^ . 


X 

M&sprrt Shehai(/ 

* 



HUNTING 
Dec. 29^30 


X X 

X X 

X X 

X X 

X X 

X X 

X X 

X X 

X X 

X 




59-120 0 - 76-15 
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HUNTING SEASON 1972-1973 


NAME 

/Cong. Bill Nicho Ut 
Emery Atkjbs 
J Jerry Ryan — 

- J Bill Mahone^/^ • 
Erlt VujiMaibhnj^ / 
| wy^MygScfaonin g 




~ *' 


/ Jim Holcoml^^ 

/ W. P. 3Vils.o^ 

ty * 

t?|M |-{ flC** ~r* 


> 

r 

i 


7 


DINNER 
J an, 4 

r x 
x 
x 
x 
x 
x 
x 
x 


HUNTING 
Jan $ 6 


X 

X 

X 

X 

X 

X 

X 

X 


X 

X 

X 

X 

X 

X 

X 

X 

A 

/« 


4 ^ 


tr/r$£- 




*»* 
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HUNTING SEASON 1972-1973 


NAME 


DINNER 

HUNTING 
Jnn.lE 13 

— Gen, Horace Wade 

(Mr. B/non Mahofcy" 
j^Mr. Art KuhV^ 
Mason Sheha \/ 

\y 

W, P. WilsoV/ 

V; 

f r 

X 

X 

X 

X 

X 

X 

X 


Dinner at the Tidewater Inn with Mr. Art Kuhl on the night of the 12 
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HUNTING SEASON 1972-1973 


NAME 

'Mr. Dick Dot*.. 

« 

C an. Horace Watte 
an. Bob Dixon 
fJixn Holcomt^/ / 
W. P. WUsdn''' 




* DINNER 
Jan. 16 




X 

X 


HUNTING 
Jan. 17 18 


X 

X 

X 

X 

X 


X 

X 

X 

X 


X 
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Nov. 14 1912 


Oen. Horace Wade 
W. P. Wilson 

Dr. Seamans (?Did not hunt; 
Mason Shohan 



Geese Killed Goose Del 



Nov. 17 - l.Q_i 

Nelson Graves 
iny Graves 
Di/id King 
C. B. Roberts 
Trappor Drum 
Jim Holcombe 
W. P. Wilson 
Mason Shohan 


2 

2 

2 

2 

2 

0 

_ 0 ^ 

15 10 


Dec- lL _ 

Lyn Killgore 
Tom Scott 
Chas. Williams 
Tom Faulcomer 
Dick Subray 

W* P. Wilson 



Cftfii Z i. J LML, 

Cen. Art Adams 
Oen. Marion Carl 1 
Capt. Ted Hill 
Gen. Tom McClellan . 
Eric V onNorblad fYWH b ad 


2 


0 
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Homo 

Dato 

- 

Lt. Gon A. J. Russell 

11-1 

11-2 

Lt. Gen. Bob Dixon 

11-1 

11-2 

John Tutko 

11-1 

11-2 

Earl Morgan 

11-1 

11-2 

jack Carpenter 

• 11-1 

11-2 

Bob Lloyd 

11-1 

11-2 

Jim Holcombe 

11-1 

11-2 

Mason ShcJian 

11-1 

11-2 

W. P. Wilson 

11-1 

11-2 


C oono killed Coo n 

2 

? 

0 

2 

2 

If 

0 

0 

_ JL 


^ W?vt 3 .rJ L 

Adm. Bardshar 
Adm. Ton McClellan 
Capt. Ted Hill 
Tom Scott 
•Chet Sobsey 
Bob Lloyd 
Jim Holcombe 
Mason Shohan- 
W.P.Wilson 
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0 

2 

2 

2 

2 

0 

0 

0 

SL 

8 




Gen. Homer Hanson 
Col. Joo Moorer 
Frank Keonan ♦. 

W. P. Wilson 


6 

3 

0 

JO 

10. Goose i Duck 9 


fjpy». 10 -.U 


Buss Blandford*- ^ 2 

•Dr. Bob Bums 2 

‘Dr. Oorver . 2 

Lloyd Dixon 0 

Lloyd DixonJr. * 0 

Adm. Moans Johnson —- . 2 

Owon Chaffeo : 2 

Mr. John McGinnis -7 ' 2 

Jim Holcombe 0 

Gordon Noaso ^\ 2 

Mason Shohan 0 

W # p. Wilson JL 

. 10 Coono 

3 Ducks 
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iiwntunc So a son 1972-1973 


' poc* 6 - 9 _ 

David R. S. McCall 
^llob Basil 
Col. Hd, KoHlmeier 
Col. Del Jacks 
Vic. Dray*- 
Dob Bruce- . 

Bob Bruce Jiv' 
Homan K. La Co\tP^ 
James Crannanl^* 
'Alan Kondallr^ 
-Erick VonMarblad - 
W. P. Wilson 


JL 


1 


0 


ooooooooooo 
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'»w**ili.G ^hnoUN J.W 1 V/ J| 
November 2, 3, 1973 


Din Mnoholi^ 

2 • 


X 


Dill .Nichoi-n 

3 

J.t' 

X 

X 

-Dob Dixoir<L 

2 

1 « 

X 


Tom Scott^ 

4 

* V 

X 

X 

Gordon Neapi*^ 

3 

lV 

X 

X 

Jim Calloway 

4 

vV 

x : 

X 

Buddy Whitak*}*^ 

4 

>1/ 

X 

X 

Art Kuril^ 

.3 

1 i' 

X 

X . 

£mori Kaho;- <iy^ 

•3 

1 V 

X 

V 

Chao. CromwoUr"" 

1 

1 

X 


John Tutk:* * 

4 

l V 

X 

X 

W. Gaeicib^ 

*2 

1 1 • 

4 » 

X 


Bob Lloyfl^ 

2 

1 • 

X 

; 

Jim Holcomb^— 

2 

1 • 

X 


W. Widdentor\»kJ 

4 

V ' 

X 

X 

L. Killed-- 

4 

•V " 

X 

X 

W. V/ll&on 

4 

V « 

* 

X 

X 

J. All toft 

*Stan Sommer 

1 

1 

t 

1 

l 4 / 



kianon Sheo/an «*■> 

4 d. Kraowcfrl.. ' 

3 

•i, 

» jy 

X 

X 

Total 

Cocao Killed 
hiilla J-arm Kill 

5 ? 

\* r- 

~nr 

37 

“il* 

76 

14 

Cooho Point Kill 

* Li mil. for all huntorn 


Total 

1 . 7 . 
34 4 

176 

” 2<r 
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ituntfci '/, iu 


•Buss Dlandforttk^ 

3 

*1 

✓ 

•l * 


X 

X 

Bob Byrii4*f^ 

3 

4 

* * 


X 

X 

Bob Coovc^r^d 

3 

4 

✓ 


X 

X 




>✓ 




Adm. Bardsbar 

3 

4 



X 

X 

Capt. Lansden 

2 

W / 

i 3 

1 

i 


X 

Capt. Snowden 

2 

3 

> ^ 



X 

Adm. McClellan* 


3 

1 V 


X 

X 

Bob Elde4x^~ 

2 

4 

* " 


X 

X 

Lyn KiUgor/^ 

2 

2 

l \ 



X 

Roy AlUttfr''’ 

2 

2 

l < 

• 


X 

Emon Mahonc^^ 


1 

1 

• 


X 

John Tutko . 


4 

\ V 


X 

X 

Bert Spivey t 

2 

2 

/ * 


X 


Jim Holcombfe/ 


4 

'l K 


X 

X 

W. Whidd 


3 

r t' 



X 

W. WlLcfc/ 


4 

-> * 


X 

X 

C. Burd^^ 


4 

* 





24 

55 


4 

IT 

TT~ 


26 34 


Geese Killed 
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Nov. 15 - 16 - 17,1973 




MEALS 

.HUNTED 

Gceso 

Due) 

NAMK 

SL 

D 

.. 16 - 

17 

Del. 

Del. 

Col. Eahard 

2 

2 

• x 

X 

2 


Col. Vandenbos 

2 

• 2 

X 

X 

2 

1 

Trapper Druratc^ - 

2 

2 

X 

X 

2 

2 

C. B. Roberta^ 

2 

2 

X 

X 

3 


Vio Brajf-"'''' 

2 

2 

X 

X 

2 


Col. Ed. Kohlmeir t 

2 

X 

X' 

2 


Ban Dame 30^^ 

2 

1 

X 

X 

3 


Dick Martyr'''' 

1 

1 

X 

X 

2 : 


Eric vonMarbod., 

J2 

2 

X 

X* 

2 - 

1 ' 

Skip Johnsob^' 

1 

2 

X 

x* 


c 

W. Whidderf^ 

2 m 

2 

~ir~ 

£... . 

2 ;T 


J* Holcombd^ 

2 

2 

X 

. X 



w. wiis(4r 

.2 

2 

X 

X 

: : 


C. Burdette* 

. 2 *. 

.* •• 2 . 





Mason Shehltff^ 

JL 


, u H 

JL - 

-' JL.--- 

.. _ 

Totals 

27 

26 

• • * 13 

14 

25 

4' 


11/16 Mills place kill 

11/16 Goose Point 

11/17 Mills Placs kill 

Goose point 


Qees| 


. M 

1 


* 9 ' V. 

K*. I*/" 1 


Total kills 


40 


2 
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Nov 

20 - 21,1973 




Meals 

Days Hunted 

Geese Del 

Nano 

B 

D 

Nov.20' Nov. 21 



Sgt. Wllopr^ 

Z 

1 

X X 

<• 

«*’ * 


C. Williams 

2 

1 

X X 

2 


P. Haney 

2 

1 

x c 

2 


T. ScotV-^ 

1 

1 

X 

2 


Stan Kimmitfc 

1* 

1 

X 

2 


Art Kuh 

1 

1 

. • X X 

2 


B. Nicholbf''^ 

• 

1 

X X 

2 


J.CalIowa/ 

> 

1 

X 

• ** 

2 

* 

Tutko—\ 

2 

1. 

X X . 

. • A 

2 

t. 

✓ 

w.wiiscfar^* • 

2 

1 

X X 

_ /, 

0 

A 

; 

Total 

16 

10 

r, /. * ■ 

>• 18 

2 




• ; j. 


2 


Game Killed 

Nov* 20 

Nov. 21 

; 


Holly Point 


3 

. 

» 



3 

1 

* 


Mills Place 



. 


Total 


3 


4 ? 
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HUNTING SI ASON 1973 - 197 '* 
Doc. 6- ?- 0,1973 . 


Name 

Meals 

Dec. 6, 7, 8 
Lunch Dinners 

Days Hunted 
Dec. 7 Doc.8 

Gen. J. Hackler ’ 

2 

a 

X 

X 

Gen. Pesch 

2 

2 

X 

X 

Genr. McMillian- 


0 

X 

X 

Tim Driscoll^ 

2 

2 

X 

X 

Bill Mahohe^" 

2 

2 

X 

X 

Emery Adkin^"’'** 

2 

2 

X 


C. Brand 

2 

2 

X 

X 

* P; Eldridfii^^ 

2 

1 

X 

X 

Conway Georgi-^ 

2 

1 

.X 

X 

C. Moorgi-^* 

2 

1 

X 

X 

Deke Childfc^ * ; 

2 

2 

X 

X 

Col. Mathis r- 

2 ’• ■ 

2 

X 

X 

Jim Hacklery 

2 

2 

X 

X 

J. HolcomJje — 

2 

1. 

X 

X 

W, Whiddep — 

2 

1 

X 

X 

M. Sheha(Uw 

1 

1 


X 

,C. Burde^frt ^ 

2 

2 

« 


W. WilsonC 

2 

. 1_ 

X 

X 

Total 

35 * 27 

Geese Killed 
Holly Point 
Gooso Point 
Mills 

. 0 

22 

6 



4 

c 

* 

•x * 

a 

> 

3 

2 

2 

2 . 

0 

0 

0 

0 

0 

29 


Total 28 





HUNTING SEASON 1973 - 19 ?'* 


Meals 

Name D_fi 

Bob Bruce2 2 

Jeff Strange . i 2' 

David Ridley "2 2 

Allen Kendel*- 2 2 

Jim Granum >2 l 

Joe Steelfc^ - 2 2 

Adam HerronU-^ 2~ 2 

J, McPhereq^ 2 1 

Francis Howa/nd" 2 2 

Fred Men)©. 2 2 

Lyn Ki'llgoje, 1 
Dr. Yarborough 1 
R. Alletijfg 1 
W. WilBOli — . 2 .JL 

Total 23 20 


Dec. 13 . I 1 *. 15.1973 

Hunting 
14_1^ 

X ♦ X 

X X 

X X 

X X 

X 

X X 

X X 

X X 

X X 

X X 

X 
X 
X 

X X 

0 
2 
•31 
33 ~ 


Kill 

Holly Point 
Mills Place 
Goose point 
Total 


Geese Del. 


2 

2 

2 

2 

2 

2 

2 

2 

1 

1 

2 

2 

2 

_0 

24 
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HUNTING SEASON 1973-1974 


NAME 

lieo. 1973 

Father Son Day 

Beals. 

Brunch Dinner . 

Hunting 

Dcc.i-t Dec.1‘1* 

Gn 

Do 

Tutko . 

(2 Bons )’ 

6 

6* 

X 

X 

3 

— prank wn_1jLn mRj ^ 

(1 sons! * 

0 

: . 4 

X 

X 

3 

Col. VandenboS" 

(2 sons ) 

6 

6 

X 

X 

3 

BobBrutV — — 

• (1 aon) 

4 

4 • 

X 

X 

3 

B, Spivey 
(2 sons) 

3 

0 l 

X 

X 

3 . 

B. Whittaker .9 
(1 son) * 

4 

4 

X 

X 

3 

J. Calloway 

6 

6 

X 

X 

3 

]l son) 

•> 

Total 

35 

30 

Kill 

Mills 

Goose Point 
Holly Point- 

Total 

0 

29 

0 

• 29 


21 . 


Additional Expenses paid to support 
hunting during Father son Day. 

Miscellaneous foods and Jucies 28.96 28,96 

Two Guides for two days at $25.00 per day per guide $100.0(\. 

120,00 
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NAMfi 


Stan KiAftHt 
Art Kuh 
Tom Scot’^'"' 
Bob Ligge*/f^-. 
0. Chaff^ 
Gordon Nease .. 
M, Steele 
W. Whidd' 



Jack Carpenl** 
*John Pesch*) 

J, Tutko 
W, Wi-ls<^/ 

Tom J or^es * 

, Chet sok£ey_ 


HUNTING SI5AS0N 1973-1974 


Jan; 3-5 197** 
Meals 

Brunch Dinner 
2 2 

2 2 

2 2 

2 1 

2 2 

2 1 

, 2 1 

** 2 2 

2 2 

2 2 

2 2 

2 2 

_1_ 2 
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[Whereupon, at 12:30 p.m. the subcommittee was recessed subject 
to the call of the Chair.] 





POLITICAL CONTRIBUTIONS MADE IN ITALY 
Exxon Corp. 


WEDNESDAY, JULY 10, 1978 

United States Senate, 

Subcommittee on Multinational Corporations 

op the Committee on Foreign Relations, 

Washington, D.O. 

The subcommittee met, pursuant to notice at 9:40 a.m., in room 4221, 
the Dirksen Senate Office Building, Senator Frank Church (chairman 
of the subcommittee) presiding. 

Present: Senators Church, Symington, Clark, Case, and Percy. 

OPENING STATEMENT OF 8BNAT0R CHURCH 

Senator Church. The hearing will come to order. 

On May 16, this subcommittee learned from Mr. Dorsey, president 
of Gulf Oil Co., that Gulf had made a $4 million illegal political con¬ 
tribution in Korea. 

On June 10, Thomas Jones, president of Northrop Corp., admitted 
that Northrop had paid $450,000 to its agent in Saudi Arabia for the 
purpose of bribing the former and present Minister of Aviation in 
that country, as well as millions of dollars of other payments which 
could not bo accounted for. 

In Italy, an Italian magistrate uncovered evidence of questionable 
political payments by the major oil companies but the dimensions of 
these payments were not known. 

EXXON PAYMENTS IN ITALY 

Now, we have the Exxon Corp. admitting that in Italy alone, $46 
million was allegedly paid to Italian political parties, although even 
that is not certain since the corporation cannot be sure of the ultimate 
destination of these payments. 

It is time for plain speaking. A cancer is eating away at the vitals 
of Western society and that cancer is corruption, corruption on an 
endemic scale. 

We can no longer pretend that this is purely a matter of personal 
or corporate morality. We need only read the recent Italian election 
results, in which, in Italian terms, the Communists scored spectacular 
gains. Their slogan was, “We are the only ones with clean nands.” 

Well, if Exxon is to be believed, their hands were not completely 
clean either, but a large part of the Italian people believed their claim. 

( 239) 



PATTERN OF PAYMENTS 


There is a pattern that is emerging in these hearings. Mr. Dorsey 
testified that Gulf invested heavily in Korea at the explicit urging of 
the U.S. Government. Mr. Jones stated that Northrop was carrying 
out U.S. Government policy in promoting U.S. exports. 

In the Italian case, there" is evidence that in the 1950’s, the U.S. Gov¬ 
ernment played a critical role in influencing Italian legislation to 
favor the private foreign—American—oil companies. 

STATE DEPARTMENT POSITION ON PAYMENTS 

In each case, it appears that after its initial encouragement, the U.S. 
Department of State adopted a policy of hear no evil, see no evil. In the 
Italian case, for example, we are told that when Exxon informed high 
U.S. Embassy officials in Italy of the payments to the political parties, 
their reaction was, “that’s a nice slice of pie they’re getting.” 

NECESSITY TO CHANGE ATTITUDE OF STATE DEPARTMENT AND 
31ULTI NATIONALS 

Well, that is not good enough. Both the multinational corporations 
and the Department of State had better get their heads out of the sand, 
or else this country and its major allies are going to wake up one 
morning and find that the basis of stable democratic government has 
been eaten away. 

For when an electorate becomes convinced that democratic govern¬ 
ment is the servant, not of the people, but of large vested economic 
interests, it is certain that the status quo will no longer be tolerated. 
Fundamental changes, not to our liking, will then become inevitable. 

Corruption, in big business as well as in politics, has become the 
enemy of free societies, giving the Communists a potent weapon to 
wield against us. 

Now, our witnesses this morning from the Exxon Corp. are prepared 
to make a disclosure, which in fairness to them is represented as being 
confined to Italy and not a pattern of their business operations through¬ 
out the world. 

They will explain how this came about and we will question the 
witnesses after the initial statement has been made on the particulars 
of the Italian matter. 

Now, if Senator Clark has no statement to make at this time, we will 
proceed with the witnesses. 

If you would like to make a statement, Senator, please feel free. 

VIEWS OF SENATOR CLARK 

Senator Clark. I have no statement. I simply—because I have to 
leave for a half-hour or so, say that I would hope the witnesses would 
particularlv address themselves to two areas: (1) The reason for the 
special budget—why that obfuscation was really used, why, in fact, a 
special budget was used to make what turned out to be perfectly legal 
contributions, and (2) in connection with the massive contributions 
from Exxon and other oil companies, on the one hand, and the passage 



of legislation in the Italian Parliament which was favorable to the oil 
companies, on the other. 

Those are the two areas in which I have the greatest interest in an 
explanation. 

Thank you, Mr. Chairman. 

Senator Church. Thank you, Senator Clark. 

SWEARING OP WITNESSES 

Our witness this morning is Mr. Archie Monroe, who is the con¬ 
troller of the Exxon Corp., and he is accompanied by Mr. Richard 
Keresey, who is the counsel. 

Mr. Monroe, will you stand and be sworn, please? 

Do you swear that all of the testimony you are about to give in this 
proceeding will be the truth, the whole truth, and nothing but the 
truth, so help you God ? 

Mr. Monroe. Ido. 

Senator Church. Mr. Monroe, you have an opening statement? 

Mr. Monroe. Yes, I do, Mr. Chairman. 

Senator Church. Why do you not proceed with that statement? 

Mr. Monroe. Thank you, sir. 

TESTIMONY OF ARCHIE L. MONROE, CONTROLLER, EXXON CORP.; 

ACCOMPANIED BY RICHARD KERESEY, COUNSEL 

Mr. Monroe. My name is Archie Monroe. Prior to July 1973, when 
I was named controller of Exxon, I held assignments in Exxon’s world¬ 
wide chemical operations, our affiliate in Venezuela, and our refinery in 
Louisiana. I am here to talk about political contributions made by our 
affiliate in Italy. These were made up to 3 years ago when they were 
stopped completely at Exxon’s directive. There have been no contribu¬ 
tions since early 1972. 

EXXON POLICY REGARDING COUNTRY LAWS 

Exxon’s policy is to comply with the laws of all countries in which 
it operates and further to act in accordance with fundamental stand¬ 
ards of honesty and candor. This is explicitly stated in a policy state¬ 
ment issued in 1972, a copy of which I have submitted to the committee. 

Violations of this policy have been few and have not gone undetected 
for long. An exception, and by far the worse and longest aberration, 
occurred in Italy prior to 1972. 

BACKGROUND OP ES80 ITALIAN A PROBLEM 

Before going into detail, I will summarize the facts vital to an un¬ 
derstanding of the Esso Italiana problem. 

First: The Esso Italiana problem resulted essentially from a failure 
of management and financial controls to detect promptly abuses by the 
country manager at that time. As chief executive of Esso Italiana for 
about 20 years, he was admired and respected not only by Exxon but 
throughout Italian industry and government. Exxon’s trust was mis¬ 
placed, as I will describe. 
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Second: when the abuses were discovered in early 1972, they were 
cured quickly and decisively and they were cured before anyone heard 
of Watergate, and long before the Italian Government or our own 
Government began investigations of political contributions. 

Third: Until mid-1971, Esso Italiana was authorized to make polite 
ical contributions, which were then and still are lawful by corpora¬ 
tions in Italy. All the political parties have large administrative staffs 
and subsidize newspapers and other publications. Major noncommu¬ 
nist parties depended almost entirely upon business support until mid- 
1974 when a law on political contributions introduced government sub¬ 
sidies of about $75 million per year. 

The country'manager maintained it was necessary for Esso Italiana, 
as an Italian corporation, to make substantial contributions to the 
»**“ major noncommunist political parties and candidates. At no time did 

Exxon management approve any contributions to the Communist 
party. 

Moreover, he maintained, the political parties did not want the 
details of the business support they were receiving to be revealed. 

Accordingly, company management was persuaded that it was nec¬ 
essary to make authorized contnbutions without disclosing the recipi¬ 
ent, as indeed it appears was the custom. This meant handling the pay¬ 
ments so that they could not be identified as political contributions on 
the books of Esso Italiana. This was a mistake. 

EVENTS PRECEDING ACTS IN ITALY IN 1972 

Now, for the events which took place in Italy up to 1972, and the 
findings of our Italian investigation. 

Authorized political contnbutions in Italy grew from $760 thou¬ 
sand in 1963, the earliest year covered by our investigation, to over 
$5 million in 1968, by which time Esso Europe headquarters in Lon¬ 
don—the regional management to which Esso Italiana reported—had 
become very concerned at the size and control of these expenditures. 

They instructed the country manager both to reduce the amount of 
the contributions and to agree in advance with his Esso Europe con¬ 
tact vice president on the amount of such payments each year. 

The country manager began submitting estimated expenditures and 
the authorized contributions were reduced to $3.5 million in 1970. 

Finally, in mid-1971, regional management which had become in¬ 
creasingly concerned about lack of control and possible abuse, ordered 
these payments stopped completely. From 1968-71, the contributions 
authorized averaged $3 million per year. 

Incidentally, although I express money amounts in dollars, all con¬ 
tributions were made in lire from general funds by Esso Italiana. 

> 

AUDIT OY ITALIAN COUNTRY MANAGER’S A CTIVITIE S IN 1972 

Because of rumors of possible conflicts of interest, Esso Europe be' 
gan a special audit of the country manager’s activities in \January 
1972. While this was in its initial stages, it was learned that the coun¬ 
try manager had made unauthorized secret commercial commitments 
and payments. 
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When this came to light in mid-March 1972, the special audit was 
immediately intensified into a full-scale investigation. 

TERMINATION OF COUNTRY MANAGER 

Shortly thereafter, the country manager was terminated, by Which 
time other unauthorized activities had come to light. Among these 
were secret purchases of real estate, secret guarantees to banks in favor 
of other companies, and abuses of the capital budget procedure. 

These secret and unauthorized activities also included about $19 mil¬ 
lion of payments made over many years. The country manager claimed 
these were political contributions in addition to those authorized, but 
as we will explain, we have no way of verifying the actual purposes or 
recipients of these payments. 

SECRET BANK ACCOUNTS 

The investigators reported in 1972, the methods of making and book¬ 
ing the authorized ana the unauthorized payments. They were always 
approved by the country manager and were often made against in¬ 
voices for goods and services not actually received, or by cash disburse¬ 
ments with no supporting documentation. 

The country manager generated funds by rebates from suppliers, 
customers, and banks. Most of the funds from these sources were chan¬ 
neled into secret bonk accounts known only to him and his personal 
assistants and not recorded on Esso Italiana books. 

He also made payments by opening bank overdraft accounts, and 
frequently transferred funds between accounts, which made subse¬ 
quent tracing of these funds almost impossible. He controlled all de¬ 
posits and withdrawals from these accounts, and had all bank records 
channeled to him personally. 

This tight personal control that he had over the bank accounts pre¬ 
vented the auditors from detecting these secret accounts through nor¬ 
mal bank confirmation procedures, since the banks, at his request, did 
not reveal the existence of the accounts to our auditors. 

I 

UNCERTAINTY ABOUT FUNDS AND RECIPIENTS 

As a result and critical to the problem, despite the subsequent ex¬ 
haustive investigations, we do not Know to this day with any certainty 
where any of the money went, except for certain commercial payments. 

This is true both for authorized political contributions as well as un¬ 
authorized payments he claims were political. 

In fact, even in the case of payments booked and supported by in¬ 
voices from politically related organizations, at least halt of the funds 
were recycled into bank accounts known only to the manager and his 
personal assistants. Of the cash withdrawn^ allegedly to make politi¬ 
cal contributions, verification of final recipients is practically impos¬ 
sible. 

We are reasonably certain that large amounts did reach political 
parties, in part because after contributions were stopped in 1972, the 
new Esso Italiana management had to resist party pressure to resume 
on a large scale. 


I 
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In 1968, as I stated previously, our regional management became 
very concerned not only about the size of the political contributions in 
Italy but also about the lack of control and reasons for such large con¬ 
tributions. 

In the procedure introduced to effect better control and a clearer 
understanding of why these large contributions were necessary, the 
country manager allocated the total amount to categories relating to 
business objectives. 

This procedure itself raises the question as to whether these objec¬ 
tives were special favors so tied to the contributions as to make them 
improper, as opposed to being simply business objectives which could 
best be achieved m a favorable business environment. 

The vice president of Esso Europe who annually reviewed this allo¬ 
cation says that he was told repeatedly and understood that all pay¬ 
ments were lawfully made to political parties. The country manager 
stated that these were only a list of the objectives that justified Esso 
Italiana’s making expenditures to support the parties—and not a list 
of specific favors to be obtained by agreement. 

It is important to an understanding to know whether we are looking 
at this problem in the light of hindsight or in the light of facts known 
in the period before 1972. It was in 1971 that regional management be¬ 
came sufficiently Concerned about improper tie-ins that they ordered all 
political contributions stopped. 

INVESTIGATION BY ITALIAN PARLIAMENTARY COMMISSION AND ITALIAN 

prosecutor’s OFFICE 

An Italian parliamentary commission and the Italian Prosecutor’s 
Office have been investigating political payments by the Italian oil in¬ 
dustry for the past year and a half. 

ES80-ITALIANA EMPLOYEES UNDER INVESTIGATION 

Many people, including our excountry manager and two Esso Itali- 
ana emplovees, have been under investigation. We understand that he 
has denied any impropriety, and has insisted that all payments made 
were political contributions not related to any special favors. We know 
that our employees under investigation have denied any wrong doing. 

ACTIONS BY EXXON MANAGEMENT REGARDING INVESTIGATION IN 1972 

When confronted with the findings of the Italian investigation in 
1972, Exxon management moved promptly and decisively. The major 
actions taken to establish proper controls over Esso Italiana operation 
were: 

(1) Termination of the country manager, and installation of new 
management; (2) termination of all political contributions in Italy by 
the new management—as instructed by Esso Europe in 1971; (8) 
strengthening financial and management controls in Esso Italiana; 
(4) instituting arbitration proceedings to recover payments made re¬ 
lating to certain unauthorized commercial transactions; (6) reviewing 
the findings of our investigation to determine whether there is suffi¬ 
cient basis for a lawsuit against the country manager. This matter is 
still under consideration. 



245 


EXXON ACTION TO PREVENT FURTHER UNAUTHORIZED PAYMENTS 

WORLDWIDE 

In addition to corrective actions in Esso Italiana, Exxon manage¬ 
ment, determined to see that what happened in Italy would not occur 
anywhere else, took further steps in 1972-74, affecting worldwide op¬ 
erations. New financial controls were implemented and a strong policy 
statement was issued by the chairman of the board emphasizing strict 
observance of laws, and directing that transactions must be properly 
booked and information not withheld from auditors. 

STRENGTHENING OF EXXON’S AUDIT ORGANIZATION 

In mid-1973, Exxon’s internal audit organization was strengthened. 
Our auditors, as a fundamental part of their audit programs, evaluate 
compliance with this policy and are instructed to report any violations 
directly to New York. Some few minor violations have occurred since 
then and been corrected, but none of these involved political contribu¬ 
tions. 

During the Italian investigation, progress was regularly reported by 
Exxon officers to the corporation’s board of directors, board audit 
committee, and outside auditors. At no time did these payments reduce 
our U.S. income taxes. 

ADDITIONAL REVIEW OF 1972 INVESTIGATION 

While the concealed expenditures were large, they were not material 
in the context of Exxon’s worldwide operations. However, our man¬ 
agement has considered it desirable to review again the 1972 investi¬ 
gation and the corrective actions taken at that time, to determine 
whether any additional action should be taken. This review is presently 
in progress and is expected to be completed within several weeks. 

SUMMARY OF STATEMENT 

In summary: Exxon has run its business throughout the world on 
the principle of compliance not only with local laws but with basic 
standards of honesty and candor. The Italian situation was a unique 
aberration. 

The investigation disclosed errors of judgment at various times in 
the past by members of Esso Europe, and New York general man¬ 
agement, the controller’s function, the internal audit staff, and others. 
With the advantage of hindsight, it was a mistake to authorize the 
country manager to handle political contributions in the manner 
agreed. However, the principal cause of our difficulties was clearly 
the country manager’s own breach of the trust placed in him. 

exxon’s embarrassment in italy . 

We are concerned and embarrassed by the fact that these irregu¬ 
larities occurred on such a scale and for several years in one of our 
affiliates. This is particularly distressing because we believe we have 
built a reputation for lawful ethical conduct worldwide. 

However^ I hope you will keep in mind, that when the full situa¬ 
tion was disclosed by our own investigators, we stopped all ques- 



tionable activities promptly and decisively, on our own initiative, over 
3 years ago. 

Gentlemen, that concludes my prenared remarks. I have mentioned 
the basic policy statement of our chairman, which I would be glad 
to read. 

SPECIAL BUDGET FOR POLITICAL PAYMENTS 

Senator Church. Thank you very much, Mr. Monroe, for your 
statement. 

I want to read to you from the conclusions of your own internal 
audit report on political contributions in Italy that report being 
dated August 30,1972. on page 65. 

You have it available? 

I read the following: “The special budget was created to control 
payments which by their nature could not be accurately reported on 
the books of the Italian company. Although such payments had 
been made since 1948, no formalized procedure was introduced to 
control the amount of these expenditures until 1964 when ESI man¬ 
agement and ESSO New Jersey general audit, and the then New 
Jersey contact executive for Italy, agreed upon the procedure which 
became known as the special budget. 

“From 1963 to 1972, $29 million was disbursed against this 
budget”—reading from tne record. 

Mr. Monroe. Yes sir. 

SPECIAL BUDGET SET UP WITH KNOWLEDGE OF EXXON MANAGEMENT 

Senator Church. So this special budget for political payments 
was set up with the full knowledge and approval of Exxon manage¬ 
ment in New York, was it not? 

Mr. Monroe. It was set up, to my knowledge, and approved by 
the contact for Italy in New York, yes, sir. 

Senator Church. And that was done in 1963 ? 

Mr. Monroe. This was done in 1963, but it was just a total amount 
of money, Senator. It is hard in retrospect to classify that as a real 
budget by the terms that we know budgets for control purposes. 

Senator Church. But through that special budget between 1963 
and 1972, $29 million was disbursed for purposes of political 
contributions? 

Mr. Monroe. Yes sir. 

AWARENESS OF TOP EXXON MANAGEMENT 

Senator Church. That was fully known to the top management of 
the Exxon company ? 

Mr. Monroe. I do not think that is quite correct, Senator. 

Senator Church. In what way is that not correct ? 

Mr. Monroe. It was known to the member of management that was 
responsible for following the Italian operation. It was not fully 
known by the board of directors or all of the management of the 
Exxon Corp. 

Senator Church. Well, did the president of the company, Mr. 
Jamieson, know? 



Mr. Monroe. At the time that Mr. Jamieson was contact for Esso 
on Europe, he was aware we -were making political contributions. 
I could not get in contact with him last night. I do not know if 
he knew the amount per se. 

Senator Church. Was the board of directors of the Exxon com¬ 
pany informed of the millions of dollars that were being distributed 
for political purposes ? 


Mr. Monroe. Not during the time frame they were being dis¬ 
bursed. When we did the audit of this total problem they were ap¬ 
prised of the total situation and lack of control we had at the time. 

Senator Church. Can you tell me why the board of directors of the 
company would not be advised, in as much as $29 million was being 
disbursed for political purposes in Italy ? 

Mr. Monroe. Well, Senator, that was being disbursed on the average 
of $3 million per year and the board acts on annual matters and it is 
in retrospect that you have the accumulative $29 million and it has 
already been disbursed. At that point when we got into this situation 
they were advised we had spent that much. But we did not have a 
plan to go and disburse $29 million that they approved in advance. 

Senator Church. Your figures show that anywhere from $3 to $5 
million were disbursed in any given year. 

Is your testimony that this is an insufficient amount of money to 
call to the attention of the board of directors, particularly when you 
consider the unusual purpose for which it is being spent? 

Mr. Monroe. We were under the impression, ana still are, that 
political contributions are lawful in Italy. 

Senator Church. That is not my question. My question is, is this 
sum so inconsequential to a company the size of Exxon that the board 
of directors is simply kept unadvised even though its purpose was 
political ? 

Mr. Monroe. Senator, I cannot explain why this was not brought 
to the board’s attention. In retrospect maytJe it should have been 
brought to the board’s attention, we have so many .operating costs 
around the world that it is impossible for the board to review them 
all in detail. 


Senator Church. You do not have operating costs of this character, 
that is to say, $3 to $6 million in a foreign country that is being given 
to political parties, do you ? 

Mr. Monroe. No, sir. 

Senator Church. You told me, in fact, have you not, that this is 
not typical of the general pattern of operation, that it is unique in 
Exxon’s experience? 

Mr. Monroe. I have told you that, sir; yes, sir. 

Senator Church. So I repeat the question. Given the fact that a 
large amount of money—at least as I count money, perhaps not as 
Exxon counts it—$3 to $5 million does seem to me to be quite a lot 
of money, particularly when it is being given for political purposes. 
And inasmuch as this was not a general pattern of operation, do you 
not think the board of directors should have been advised ? 

Mr. Monroe. In retrospect I think that is right. 

Senator Church. Well, I press this question because this also is a 
part of the pattern that we have found not only in the case of Exxon 
but in the case of other large multinational corporations. Bribes and 
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payoffs are made for the purpose of securing favors or securing busi¬ 
ness accounts, but the board of directors is not advised and then later, 
when it comes to light and a general audit is undertaken, usually this 
comes about as a result of the actions of the board to find out what 
has been going on. 

It is almost like the case of the Government. I am heading up an 
investigation of intelligence activities of the Government for the 
purpose of advising the Congress of what has been going on. Now, 
I^do not approve of that practice in government and I do not approve 
of that practice in big business, and yet it is a pattern by which the 
executive management refrains from advising the board of directors of 
serious inmproprieties. 

USE OF DUMMY INVOICES 

Now, you say in your opening statement that corporate political 
contributions were perfectly legal, regular and proper in Italy at the 
time that they were made, and yet the procedures for this special 
budget seem highly irregular. They included using dummy invoices 
to indicate payment for services not actually rendered; overbilling 
of customers with the excess returned surreptitiously for use in the 
special budget, and other methods of disguising the political payments 
on the company’s book. 

Indeed, as noted by vour auditors, the very existence of this special 
budget was considered, and I quote from the auditors’ report, “too 
sensitive to disclose to anyone below the level of the regional general 
auditor.” That is quoted from page 21 of the report. 

Mr. Monroe. Yes, sir. 

DISGUISE OF RECIPIENTS OF MONEY 

Senator Church. Now, if Exxon’s political payments were perfectly 
legal and regular, why did the company go to such extremes to dis¬ 
miss the fact that they were making such payments ? 

esso Italy’s claim 

Mr. Monroe. I understand, Senator Church, the country manager, in 
whom we had implicit trust up to 1971, had convinced us or persuaded 
us it was necessary to disguise the recipients, this was the customary 
wav to do it in Italy. .. 

As I said at the conclusion of my statement, in retrospect this was a 
mistake to agree to that but we did agree to it and that led to part of 
our problems. 

Senator Church. In other words, your testimony is that the man 
who headed up Exxon’s subsidiary in Italy told the company that the 
management and disbursement of these funds should be camouflaged 
and that these devices should be used to conceal what was going on. 
Is that correct ? 

Mr. Monroe. Yes, sir, that is correct. 

Senator Church. Didn’t it occur to you as questionable to take that 
advice? 

Mr. Monroe. At the time they were convinced—he convinced them— 
that this was the customary way to do it, and they accepted his word 
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that this was proper and he was doing nothing illegal, and in retrospect 
it was a mistake. 

Senator Church. I do not understand why you emphasize that in 
retrospect. Of course, it was a mistake in retrospect because in addi¬ 
tion to spending the $29 million, in a concealed and camouflaged man¬ 
ner, that was made available for political purposes in the special fund, 
you later discovered that this man had taken how many more millions 
of dollars from other contracts? 

ADDITIONAL MONEY 

Mr. Monroe. There was another $19 to $22 million that he took he 
claimed was for political contributions. There were other payments 
related to some commercial transactions. 

Senator Church. The $19 to $22 million that he took in addition to 
the $29 million that he alleges was used for additional political con¬ 
tributions, that additional amount was not known to the company at 
the time that it was taken, is that correct? 

CONCEALED BANK ACCOUNTS 

Mr. Monroe. That is correct, sir, and this was due to, in large part, 
that he had this large number of concealed bank accounts that he 
directed the total activity of and they were not confirmed to our 
auditors, were not known to any of our financial officers in the affiliate 
or outside of the affiliate. 

Senator Case. I wonder if I could ask one question? 

This $19 million was during the same period of time ? 

Mr. Monroe. Yes, sir. Everything we are talking about, Senator 
Case, is 1963 to 1972 because that was the time frame covered by our 
audits. 

Senator Case. So 29 plus 19, that is- 

Mr. Monroe. $46 to $49 million. 

Senator Case. And if it was 9 years that would be about $5 or $6 
million a year? 

Mr. Monroe. Yes, sir. 

EARNINGS OF ESSO ITALIANA 

Senator Case. What were the earnings of the Italian company? 

Mr. Monroe. The Italian company was in a loss position in each of 
those years. 

Senator Case. So that there were no earnings at all that this money 
came out of ? 

Mr. Monroe. That is right. 

Senator Church. Well, considering somewhere between $49 and $50 
million as being disbursed for political purposes during that period, 
I do not wonder that the subsidiary was not making money. And yet, 
I go back to the fact that you emphasize that in retrospect the various 
concealment devices that were used to keep secret the disbursements 
of this money to Italian political parties was a mistake. 

You really suggest by saying that when the company discovered it 
had been taken for an additional $19 to $22 million above the $29 
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million it had authorized for this purpose, then in retrospect it was a 
mistake to have given, to have engaged in these efforts to conceal what 
was going on? 

Mr. Monroe. No, I did not want to imply that. That would be wrong, 
whether we were doing it today, whether we were making political 
contributions that would be unacceptable to me as Controller of the 
Corporation. That was just not the way we should be handling it. 

cash-flow 

Senator Case. Where did the cash-flow come from? 

Mr. Monroe. The cash-flow, they have the depreciation and flow and 
we were making loans to the corporation as it made other investments 
and so forth. It was about break even cash-flow because of the deprecia¬ 
tion, Senator Case. 

Senator Case. I see. 

Mr. Monroe. It was at the end of the period, when we found, large 
amounts of overdrafts, that the cash-flow had to come from us. 

Senator Case. So really it was even a negative cash-flow ? 

Mr. Monroe. Through 1963 through 1971, it was about a break even 
cash-flow. 

Senator Case. Do you think that perhaps these various unusual 
diversions of company funds would have been increased if there had 
been more cash? 

They seemed to go right up to the limit, took everything you had. 
What extraordinary management. 

QUOTATION FROM COMPANY AUDITORS 

Senator Church. May I quote what the auditors of the company 
themselves said, because I think it is the best answer to the questions 
we have been asking. 

The auditors themselves concluded as follows: This is from page 4 
of the auditor’s report, “The principal factor” which permitted the 
irregularities to occur and remain undiscovered for such a long period 
of time was the fact that higher levels of management in both the 
region, and in Jersey, condoned the falsification of records to obtain 
funds for confidential special payments.” 

I think that says it all. 

COLLADO REPORT 

Mr. Monroe. Senator Church, in the report by Mr. Collado, and 
in his report to the management committee after reviewing all of the 
reports relating to our Italian investigations, he concluded that was 
one of the reasons, but he felt in addition this would probably have 
happened without that activity because of this guy’s assumption of 
power and the way he found to handle the fund. 

a to z FUND 

That is just an added point I would like to make. 

Senator Church. Mr. Monroe, on page 5 of your statement vou refer 
to the fact that the contributions were made for business objectives. 
Is this the A to Z fund referred to on page 77 of the auditor’s report? 



251 

Mr. Monroe. I am sorry. I did not get the question, Senator. On 
what page? 

Senator Church. Page 77 of the auditor’s report. 

Mr. Monroe. Yes, sir. That was- 

Senator Church. That on page 77 it shows that thisbudget was 
approved by Esso Europe management by the categories that are 
mentioned here. 

CATEGORIES OF PAYMENTS 

If we go down the categories, which, according to the testimony 
that you nave given, represented the business objectives of the com¬ 
pany for which this money was laid out in 1971—between 1967 and 
1971—let me read the categories: Special fuel oil supply of power- 
plants—I will read some of them because some Italian references 
already are not understandable to me. Deferred payment is another; 
reduced taxation on gas-oil, used as heating oil is another. Importation 
of natural gas is another. Refinery.-licenses- is another. Suez extra 
charges reimbursement is another. Positions on highways is another. 

Then, there are two examples: Miscellaneous—Sicily, and miscel¬ 
laneous—Italv. Then, there is dredging—Augusta. Then, there is tax 
legislation. Then there is deemed interest, and so forth. 

TThe entire special budget, the amount is allocated to each of these 
objectives, will appear in the record. 

Now, as I indicated, the special budget to which I have just referred, 
covering the period 1964 to 1971, showing the allocations to which 
I have referred, is shown to have been reviewed by Esso Europe man¬ 
agement as reported to Esso Europe by Dr. Cazzaniga. 

Is that correct, according to your best understanding? 

Mr. Monroe. According to my understanding this started in 1968, 
and was reviewed by the contact vice president that followed the 
Italian corporation. 

RELATION OF CATEGORIES TO I88UE8 UNDER CONSIDERATION BY ITALIAN 

GOVERNMENT ~ 

Senator Church. Now, the interesting thing about these various 
categories is that they not only relate to questions that were before 
the Italian Government, policy, legislation, but they track with the 
issues that were then currently under consideration by the Italian 
Government, all of which obviously affect the oil company. 

I think that since these categories were set out and made known 
to your European management, and since they relate to questions of 
legislation and government policy decisions by the Italian Govern¬ 
ment which would affect the company, that Exxon was put on notice 
that something was going on here that cannot be dismissed as simply 
contributions to Italian political parties. 

CAZZANIGA 

Mr. Monroe. Well in 1968— this list came in in December 1968 
for the first time in this detail. The Esso Europe vice president 
talked to Dr. Cazzaniga who told him there were no specific favors tied 
to this, that these were perfectly legal contributions he was making 
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1971 that we became concerned about the specificity of this and we 
ordered all of these contributions stopped in 1971 because of this 
concern and we found out in 1972 he aid not stop, he continued to 
make payments in late 1971 and 1972 even though we had ordered 
him to stop making those payments. 

Senator Church. I do not quarrel with you that there came a 
time when the company decided that it was being robbed and put 
a stop to this massive disbursement of company funds for political 
purposes; but what I cannot understand is when you were on notice 
as early as 1963, that sums of money in the special budget were 
being allocated under categories that directly suggested the money 
was being spent to secure favorable treatment—the categories cannot 
possibly suggest anything else—then it was not until 1972 that the 
company actually undertook to bring a stop to these practices ? 

Mr. Monroe. The 1963 was a reference in a couple of memos from 
Dr. Cazzaniga to a member of management. It was not in detail. 
It was in 1968 the detail set forth here came about. 

Senator Church. Even in 1968, then, when the detail made it plain 
to you the money was being allocated and for what purposes, the 
company took no action, and it had been advised, and that action was 
not taken until 1972 when the company knew that in addition to the 
fund that it allocated for this purpose, between $19 and $20 million 
more was being appropriated by your resident manager. 

REDUCTION "F payments 

Mr. Monroe. Senator, we did do something, we started to reduce 
them after 1968. We reduced them to $3.5 million, as I recall, in 1970. 
We did start doing something. We had a plan to get them down to 
zero. In 1971, we just ordered them stopped. 

Maybe it was a delayed action, but we did start doing something in 
1969, we started trying to reduce those expenditures. 

Senator Church. Well, even as early as 1966, your auditors ex¬ 
pressed concern about lack of management controls over the special 
budget, so you were on notice not only from the reports that were 
being made to the company but on notice by your own auditors, and 
yet nothing was done about this until 1972. 

Mr. Monroe. I do not know why that was not responded to. I have 
no information on that. 

Mr. Levinson. You say it was in 1971 that you moved to correct it. 

JANUARY 26, 1972, LETTER FROM CRUIK8HANK TO CAZZANIGA 

If you look at page 103, you have a January 26, 1972, letter from 
Mr. Cruikshank, who is your European contact director, in which 
he congratulated Cazzaniga. Let me read it to you. 

“Although I commented on the following during your recent brief 
visit to London, my feelings on the subject are so strong I wish to 
go on record to confirm them to you. 

“During the past week, I have received the three following letters 
from you: 
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“The letter of January 12 informing me that the Presidential decree 
extending the tax reduction on gasoline and automotive, diesel, and 
fuel oils to June 30,1972 had been approved. 

“Your letter of January 14 in which you advised me of ministerial 
approval for the continuation of the deferred payment of excise 
tax for the year 1972. 

“Your letter of January 20 in which you informed me that the 
concession decree for the Trecate Refinery expansion had been re¬ 
ceived by SARPOM on January 14. 

“The success in obtaining satisfactory conclusions to all three prob¬ 
lems was essential to the welfare of Esso Standard Italiana. I want 
you to know that your efforts to conclude them satisfactorily are 
recognized and very much appreciated by the management of Esso 
Europe and Jersey.” 

Really, still in January 1972, Cazzaniga was being congratulated 
for his achieving the objectives which are all part of the special 
budget procedure. 

Mr. Monhoe. Mr. Cruikshank says that when he wrote that con¬ 
gratulatory letter to Dr. Cazzaniga, he had asked him ahead of time, 
“we have stopped political contributions? There was not any pay¬ 
ment,” and he was reassured that no payments had been made, and this 
was the basis on which he wrote this congratulatory letter. He had been 
assured there was no payments because they had told him earlier 
there would not be any further contributions to the parties. 


SPECIAL FUND 

Senator Church. Well, let me go back to this special fund. 

Senator Case. Mr. Chairman, the auditors show that payments were 
made out of this special fund for a number of years in very substantial 
amounts, and that the Company, Exxon, knew that these were being 
made for political purposes. 

Mr. Monroe. Most of that information about how it was spent, 
allocated to these categories, some of it was reported to the European 
contract in 1969 and 1970. Most of it was developed by the discussion 
with Dr. Cazzaniga, interviewing him during the audits. 

Senator Case. Thank you. I think the facts that are accumulating 
will speak for themselves. 

Senator Church. I want to go back to the special budget because 
that was the budget that had been approved by the Exxon manage¬ 
ment, and the money that was spent through that budget was known to 
the Exxon Company, and the method, the camouflage, to conceal the 
payment, the various methods were also known to Exxon. 

excerpts from auditors’ report 

Now, beginning on page 66.1 am going to read three excerpts from 
the report of your auditors, the Company’s auditors. 

On the top of page 66 of this report, which is the audit of the special 
budget, I read the following: 

Payments against the special budget were affected in two ways: A, by proc¬ 
essing dummy invoices to gain tax relief on these “business expenses". 


59-120 0 - 76-17 
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To negate the possibility of ESI having to report the names of recipients to 
the tax authorities and to disguise the fact that Esso was making such pay¬ 
ments, dummy invoices were processed through the books of the Company and 
charged to either administrative or marketing expenses. 

Now, if there is any doubt about what that means, I think it is 
dispelled by the next two paragraphs I am going to read from, and 
I will read all three together so we get a full picture. The next para- 

S h is from the same budget audit. It appears on page 71 of the 
tors report under the caption “Source of Funds for Special 
Budget” and it reads: 

The justification given for accepting the unusual operations such as the proc¬ 
essing of dummy invoices and the bypassing of Company records in an accounting 
for certain, (interest-rebates, travel rebates,) was that they were necessary to 
obtain tax relief as business expenses as well as to avoid providing the tax au¬ 
thorities with the names of the recipients or paying deemed tax as recipients in 
lieu of disclosure. 

The final statement of your auditors appears on page 79, referring 
to the same methods of concealing the disbursements made through 
the special fund. Reading at the top of the page: “These expenses for 
the balance sheet of the Italian tax purposes, were reclassified as ad¬ 
vertising expenses while for Jersey reporting, they were reclassified as 
administrative and general expenses.” 

Now we know that money that was disbursed under these false in¬ 
voices to various recipients was rebated. 

Mr. Monroe. Senator, may I make a comment? 

Senator Church. Yes, please do. 

Mr. Monroe. The paragraph on 71 that you are reading from, this 
was the justification given by people in Esso Italians when the audi¬ 
tors were developing this report, and I have no information that says 
that type of information was known to Exxon management outside of 
Esso Italians before this audit was done. So this was developed during 
the audit. 

Now, on that last, talking about reclassification, in our published 
accounts we have one broad category of administrative and marketing 
expenses. This includes our advertising expenses. So I do not quite 
follow this comment that it was reclassified from advertising to ad¬ 
ministrative and general because that is where our advertising ex¬ 
penses shows up in our published accounts anyway. 

Senator Church. All right, if you have any confusion in your mind 
on the statement made on page 71, let us confine the question to the 
earlier two statements by the auditors as the purposes for the false 
bookkeeping. 

TAX RELIEF 

They say on page 66, “One of the purposes was to gain tax relief on 
these business expenses.” 

Now I can only read that as meaning that by failing to reveal that 
money was being rebated to the company, the full amount of the 
pretended disbursement could be taken as a business expense. 

Mr. Monroe. That is the way you can interpret that. We are trying 
to get an explicit tax opinion on whether this statement is right. 
And we do know, as I mentioned earlier, this affiliate was in a loss 
position and was not in a tax-paying position most of this time 
frame, so in fact it did not impact on the taxes. Although this prac- 
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tice, we are not sure at this time whether it is legal, and when we get 
the information we will submit it to your counsel. 

Senator Symington. May I ask a question? 

Senator Church. Surely. 

I wanted to make the comment when your own auditors say one of 
the purposes of falsifying the books is to obtain tax relief on these 
“business expenses,’ when we know that surreptitiously the money that 
the books showed was being paid out was being returned, there is 
only one conclusion that can be drawn from that set of facts, and it 
is that the company was practicing a fraud on the Italian government. 

Senator Symington. 

Senator Symington. Thank you. 

„ » Mr. Monroe, I have been listening to the testimony at an executive 
session. Is this the only case of this character that you know of in 
the Exxon Corp. as controller of the company? 

POLITICAL PAYMENTS IN OTHER COUNTRIES 

Mr. Monroe. The one large scale political contribution and defalsi¬ 
fications and so forth. 

Mr. Symington. Yes. 

Mr. Monroe. As I said last time, we made political contributions in 
Canada, Senator Symington, and our Imperial affiliate announced 
those contributions yesterday to the press. I do not know if you saw 
them in today’s press, they announced they had averaged contributions 
of $234,000 per over the last 5 yea rs. 

Senator Symington. To what other countries besides this country ? 

I generally agree with my chairman on matters, but I noticed in tne 
last line he puts in here, giving the Communists a potent weapon 
to wield against us. 

MNC8 INFLUENCE ON FOREIGN POLICY AND MILITARY EFFORTS 

My interest, based on other committee activities, has to do with 
how much these multinational corporations as a result of these con¬ 
structive hearings have influenced foreign policy and military efforts 
on the part of the United States which, of course, involved a great 
expenditure of money and also at times considerable expenditure 
of lives. 

I believe it was Mr. Lippmann who said he was tired of seeing old 
men pass laws that resulted in young Americans dying in battles 
that were not necessary for the security of the United States. 

So I would like to know in detail where you have contributed. If 
you have so given it to counsel, I will not pursue it. 

" I just want to mention we have also had testimony from other 
corporations that where money is given heavily to countries that pride 
themselves on being totalitarian anti-Communist, I have never quite 
seen the difference between a totalitarian state just because of a reli¬ 
gious position or something of that character. You either have some 
form of democracy or not. And it is growing on me a great deal of 
our problem comes from executives who think more of their company 
than they do of their country. And if that is true, it is a pretty serious 
indictment of our entire system, but it most certainly, based on pre- 
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vious testimony, is not just limited to countries that favor the Com¬ 
munist cause. In your case as I remember it, you contributed a rela¬ 
tively small amount to the Communists. In some of these other coun¬ 
tries they have contributed very heavy amounts to non-Communist 
countries. 

So I am wondering what your thoughts are about that. Do you 
plan to give money to some countries? Well, I could name quite a 
few. Some are named in here in the statement. 

PAYMENTS TO OTHER COUNTRIES 

1 

One corporation paid heavy to Saudi Arabia. Another corpora¬ 
tion, as I remember it, paid heavy to Korea. Neither of those coun¬ 
tries in any sense of the term would be considered Communist 
countries. 

Has it been your policy to make more contributions to countries 
that say, “Yes, we are totalitarian but we are not Communist ?” 

Mr. Monroe. Senator, our policy is really to minimize this type 
of activity. I said the Italian one was very unique, an aberration of 
our policies. Since I have been controller, since 1973, one in Canada 
in 1974 plus one small one of $1,000 in another country was all that 
was made in 1974, and there have been a couple of others in the $10 
to $15 or $20,000 range in individual years, and that is it from 1972 
to 1974 time frame. 

Senator Symington. You had access to all of the books of the 
company? 

Mr. Monroe. Through my auditors, we have had access to all of 
the books, yes. 

Senator Symington. Thank you. 

DONATIONS TO COMMUNI8T PARTY IN ITALY 

Senator Church. Do you know why some $85,000 of the money 
that the company allocated to political purposes in Italy was appar¬ 
ently donated to the Communist Party in Italy ? 

Mr. Monroe. Senator, we found this out. We did not approve any 
contributions to the Communist Party. This apparently, was supported 
by an invoice from the newspaper organization that is closely related 
to the Communist Party. And we found this out in 1972. We have not 
been able to ask Dr. Cazzaniga why. 

Excuse me, we found this out. The payment was in 1972, I think 
that is a question Senator Symington had asked at the executive 
session. 

We cannot be sure it got to the newspaper because we found a lot of 
these funds did recycle back into the unrecorded bank account. But 
we do not have an answer why he took that action on his own. It was 
definitely against our policy to contribute to a Communist Party. 

Senator Church. I wanted to ask the question so you would have a 
chance to give us an answer because it strikes us as very odd indeed 
that Exxon Oil Corp. would be contributing to the Italian Communist 
movement. 
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RECYCLED FUNDS 

The recycling, however, that you have discovered, that you men¬ 
tioned in your testimony, really means that even now you cannot be 
sure how much ot this very large sum, between $45 and $50 million, 
actually reached the various political parties and fronts that it is 
represented to have gone to. You really do not know how much of it 
actually got to these political parties ? 

Mr. Monroe. We cannot with any definitive statement say how 
much was received by which parties because of the way the funds were 
recycled and redisbursed. 

DISTRIBUTION OF FUNDS 

Senator Church. Furthermore, is it true that you do not know in 
many cases who received the money, to whom it was paid, that is to 
say, to what individual it was paid. You have no exact accounting of 
who passed the money to whom and who got the money and how much 
was it in each case? 

Mr, Monroe. We only have the country manager’s word saying 
where the money or whom the money was distributed to. We have no 
way to verify this, no receipts in our records to verify it, only one 
man’s word against someone else’s. 

Senator Church. Is it true in many cases that all you have been 
told is it went to a particular party or it went to a particular group ? 

Mr. Monroe. Or to a particular member of the party. 

Senator Church. Or to a particular member. So it has been repre¬ 
sented to you in various ways 1 

Mr. Monroe. That is right; that it was political contributions. 

Senator Church. Senator Case. 

Senator Case. Wasn’t the general corroboration that these contribu¬ 
tions did go to political parties that, in the wake of your decision to 
cut it out, the parties kept on asking )uu Xu* the money that they 
used to get from you ? 

Mr. Monroe. That was corroboration, they were getting some of 
Hie money. How much we could not verify. But they were obviously 
getting quite a bit from us because they continued to put pressure on 
our new management to resume political contributions on a large 
scale. 

Senator Case. Were amounts mentioned ? 

Mr. Monroe. I do not know. I do not think specific amounts were 
mentioned. They could have been, Senator Case. We know they passed 
this law that annually $75 million goes for subsidizing the political 
parties, and on election years up to $100 million, that it is an expensive 
apparatus there supporting political parties in Italy. So they were 
getting a- 


BEGINNING OF GOVERNMENTAL CONTRIBUTIONS 

Senator Case. When was the public contributions system set up? 
Mr. Monroe. I am sorry- 
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Senator Case. When was the governmental contributions system sst 
up ? When did they start this 1 

Mr. Keresey. Senator, this was enacted in May of 1974 by an act 
of the Italian Parliament, providing for, among other things, sub¬ 
sidies of political parties. 

Senator Case. So that in 1972 and 1973, after you stopped paying 
contributions, or at least the company policy was to stop, they were 
still hounding you for money ? 

Mr. Monroe. They were still hounding us tor money and our under¬ 
standing is other businesses continued to contribute. We were swim¬ 
ming upstream in 1972 when we cut these out. 

Senator Case. They got none without further new money from 
Exxon being used ? 

Mr. Monroe. I am sorry. 

Senator Case. There may have been recycling of funds that went 
into this thing, I suppose? 

Mr. Monroe. I have no knowledge of funds recycling into it. 

Senator Case. How about contributions that your man collected 
from other companies ? 

Mr. Monroe. I have no knowledge that he collected ? 

Senator Case. He did do that, did he not? 

Mr. Monroe. There apparently is some evidence that the Parlia¬ 
mentary Commission has developed that he did do that, but I have not 
seen that and it did not come out in any of our audits. 

Mr. Kereset. Senator, I do not believe Mr. Monroe heard your 
statement in terms of being hounded by the political parties. 

Senator Case. He answered it. If he wants to change that, I will let 
him. 

Mr. Monroe. All I know is right after we stopped them in 1972, the 
new management was pressured to resume them, and I do not know 
if this pressure continued. 

Senator Case. Was that the point you wanted to make? 

Keresey. Yes. 

Senator Case. It was a one time thing and not a continuous thing. 

Mr. Kereset. We have no information as to 1973 or could we charac¬ 
terize this really as being hounded by political parties. 

COMPANY KNOWLEDGE OF BRIBERY 

Senator Case. As you reconstruct it, you did not know anything 
about such payments, either of you, at this time? 

Mr. Monroe. No, sir. A .. a 

Senator Case. You did not know anything about this? 

Mr, Keresey. No, Senator. I knew about it after March o 1972, ana 
that is also the case with Mr. Monroe. 

Senator Case. As you reconstructed this, have you discovered 
whether at any level in the company there was suspicion that some of 
this money might have been just plain old-fashioned bribery as 
opposed to things that are strange to us in the way of supporting a 
political system but, nevertheless, more or less recognized as support 

of a political system ? , . . , _ . 0 i 

Mr. Monroe. Most of the things we have reconstructed are bpsed 
off of this one individual where he maintained they were for political 
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contributions, that bribery was not involved. We do know of a couple 
of cases where we have other people saying that there was such 
involved. At that point we have his word against the other individual’s 
word that there is possible- 

Senator Case. In any event, there is the general recognition that the 
company was interested in certain political actions of the kind that 
were mentioned in the questioning already this morning, for which 
your European representative thanked the doctor for his successful 
involvement. If there is nothing more specific than that, we have to 
let the thing rest on the facts that we do have. 

ALLOCATION OP FUNDS 

Mr. Levinson. There is something more specific, Senator Case. If 
I might just elaborate on your point. Your auditors’ reports states 
explicitly “certain lecords were kept by them” meaning, ESI, show¬ 
ing how funds were spent: These records show a wide range of re¬ 
cipients and purposes, principally to individual politicians and min¬ 
istries. While some of the payments were clearly considered for 
advantages available to ESI defiscalization, deferred payments et 
cetera, we are not in a position to establish whether the other pay¬ 
ments made were for the purpose stated, were received by the persons 
indicated, or achieved the objectives purported. 

In various interviews with Dr. Ca-zzaniga and Mr. Jester, we were 
unable to obtain information on these payments sufficient to enable 
us to have the level of pavments reviewed by those who are knowledge¬ 
able of ‘‘the prices to be paid for specific favors, or to ascertain that 
the favors paid for had actually been received.” 

political favors 

So actually your own auditors say that the individual politicians 
and ministers were being paid off for specific favors. The onlv thing 
they can’t establish is whether the price paid was right and when 
the guv actually got. the monev, but there are records, and that the 
purpose was to pay off to get a favor is absolutely clear from your 
own auditors’ statement. 

Mr. Monroe. That’s the information thev developed during the 
audit, Jerry. We do not have sufficient evidence that would stand up 
in a court to support that. I think the parliamentary commission is 
looking into this and probably will be able to get sufficient evidence 
if there was such going on. 

Mr. Levinson. The only point that I want to make, that Senator 
Case developed, was simply it isn’t that we don’t know. There are some 
things that we don’t know, but vour own auditor report is explicit: The 
purpose of pavments was to obtain specific favors. The auditors are not 
satisfied that thev can document that the favors were in fact- received 
but that the intent and purport of the payments was to obtain favors 
seems absolutely clear from vour auditor’s report. 

Mr. Monroe. Yes, sir; this was developed during the audit. 

Mr.LEViNSON. Yes. , . 

Mr. Monroe. In 1972. Not that we had that necessarily ahead of 
time. 
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Mr. Levinson. Indeed, if you look at page 70, you will find where 
they refer to categories of special fuel supply, excise tax, Suez extra 
charges. These \ >re precisely the categories which are tracked by the 
magistrate’s inv ligation in Italy. 

So when you say in your statement on page 5, that the procedure itself 
raises the question as to whether these objectives were special favors so 
tied to the contributions as to make them improper, as opposed to being 
simply business objectives which could best be achieved in favorable 
business environment, doesn’t your own auditor report answer the ques¬ 
tion that in fact the objectives were special favors specifically tied to 
the contributions so as to make them improper? 

That is not something that we concluded but that your own auditors 
so state in black and white in your own report ? 

Mr. Monroe. That’s what they state, Mr. Levinson. I don’t 
think they have documentary evidence that there was disagreement 
ahead of time between the country manager and some individual politi¬ 
cian that would stand up. Maybe the Parliamentary Commission will 
find this information. They have more access to subpoena power to get 
information than we have. We were investigating a management con¬ 
trol problem when we went into this situation and not political con¬ 
tributions per se. All of this came out of our total investigation. 

auditor’s recommendation 

Mr. Levinson. I mean it’s perfectly clear that the audit report, from 
the point of view of a cost benefit analysis, if you turn to page 75, you 
see that the auditor’s recommend a review which should include: “the 
(1) economics of the procedure, whether the costs versus the expected 
gains, including any tax effect, the need to shield the identity of the 
recipient and the purpose of payment, the practical difficulties of insur¬ 
ing the secrecy of the payor or payee, but at the same time setting up a 
control procedure to obtain reasonable assurance that payment m the 
amount authorized has been made to the person intended and that bene¬ 
fits have accrued from the payments made.” 

This is quoting your report. We understand that special payments 
are invariably required in cash or local currency, receipts are never 
given, and are usually made through third parties, example, a situation 
which is virtually impossible to control the normal concept of business 
transactions. 

procedures for payments 

Then it goes on to say, “However, should it be necessary to continue 
to make such payments in the future, we will assist in developing pos¬ 
sibly separate procedure for minor payments up to $1,000 each which 
will afford the best control possible under the circumstances. 

In other words, what is in question is not the purpose but the ques¬ 
tion when you can control it; isn’t it ? 

Mr. Monroe. You left out a very important sentence. Go back to the 
very first paragraph. “We^recommend that Esso Italy formally re¬ 
evaluate the need for making special payments in Italy.” This evalua¬ 
tion should include these. It didn’t say they should do it, it said they 
should reevaluate it. 
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Mr. Levinson. And the criteria being reevaluated is when the inabil¬ 
ity to control, given the procedural modalities that are used, are worth 
the benefits that you get, and if you want to continue it you will help 
in developing better procedures, but there is never any doubt here 
about the appropriate way of seeking the objective and the objective 
specific business advantage for Exxon itself not helping the general 
democratic political procedures or any other such generality. What we 
have got is a situation in which you are paying to get something and 
your auditors are in doubt as to when you can evidence the fact that 
what you are paying for you’re actually getting, and there isn’t any 
doubt that it’s indeed this system of payments that has been ap¬ 
proved because on page 65 of the Collado report, or page 57, excuse me, 
he says, very explicitly, that it was also learned by investigators that 
the basic mechanism used by Dr. Cazzaniga, secret bank accounts, the 
false invoice, and the kickbacks, for these unauthorized purposes, 
meaning for his personal side deals, had been in use for years for the 
authorized purpose of making concealed political contributions in 
Italy. 

Mr. Monroe. Mr. Levinson, may I go back and make one comment? 

This was the attitude in 1972 of the auditors. I can assure you that is 
not the attitude today of the company. I can’t say that it was then, even 
though that’s the way it’s reflected in the report, but I can assure you 
that’s not the attitude of the corporation or the controller today. 

EXXON BUSINESS IN SOUTH AMERICA 

Senator Symington. Mr. Monroe, do you do any business in Central 
or South America ? 

Mr. Monroe. We are in South America, almost throughout-South 
America. We are in Central America, yes. 

Senator Symington. Have you made any political contributions of 
any kind in those countries ? 

Mr. Monroe. Not to my knowledge, Senator Symington. 

Senator Symington. Well, would you check that out and if you will 
for the record when you have or not ? 

Mr. Monroe. We have checked it out for 1974, and we did not make 
any in 1974. 

How many years would you want us to go back? It would take quite 
a bit of time. 

Senator Symington. Well, presumably audit would show it. You 
might go back 3 or 4 years. 

Mr. Monroe. Let me take a look and see what we can develop. 

EXXON BUSINESS IN BRAZIL 

Senator Symington. I do appreciate it. 

You do business in Brazil ? 

Mr. Monroe. Yes. 

Senator Symington. You do a lot of business in Brazil? 

Mr. Monroe. Yes. I forget the volume. We are a pretty good size 
marketer there, yes. 



ALTERNATE ENERGY POSSIBILITIES 

Senator Symington. Have you covered the possibility of an oil 
shortage by investments in such other potential energy user facilities 
such as coal ? You have coal interests ? 

Mr. Monroe. We have coal interests in this country, yes. 

NUCLEAR ENERGY 

Senator Symington. And have you any interests in any nuclear- 

Mr. Monroe. We have a nuclear fabrication facility in Richland, 
Wash., and we have some uranium mining facilities in, T believe, 
Wyoming, Highland Mine in Wyoming. 

Senator Symington. Have you any interests in uranium in Brazil? 

Mr. Monroe. No, sir; we do not. 

Senator Symington. You have no interest of any kind in their de¬ 
velopment of that character ? 

Mr. Monroe. Not to my knowledge, sir. I would have to check that 
point to be absolutely sure. 

Senator Symington. If you would do so. 

When you get involved in other potential sources of energy, do you 
take that up with the State Department or do you do it on your own. 

Mr. Monroe. I don’t know that we take it up with the State Depart¬ 
ment. We may advise them of our activities, but I’m not positive. 

german uranium deal with brazil 

Senator Symington. My personal opinion is that the German 
uranium deal with Brazil, for the first -time a complete proliferation 
nuclear enrichment cycle, not only plutonium but also the enrichment 
of uranium itself, could be the most dangerous single development to 
the world’s security in recent times; and we don’t seem to be able to find 
out how it happened. The State Department tells us that they protested 
it bitterly. The Chancellor of Germany said he didn’t get a single pro¬ 
test from this country. I was wondering if there was any way you were 
involved in that along with your oil business or coal business or nuclear 
business in Brazil. 

Mr. Monroe. Not to my knowledge. I don’t think we have any in¬ 
volvement in the uranium busine c s in Brazil. We are in the oil business 
and we have some petrochemical business in Brazil. That’s the extent of 
our business there. 

Senator Symington. Will you check that ? 

Mr. Monroe. Yes, sir. 

Senator Symington. I’m sure you have given us your knowledge, 
but would you check that and let us know ? 

Mr. Monroe. I would be glad to. 

COMPANIES OPENNESS IN HEARINGS 

Senator Church. Mr. Monroe, if there has been any saving grace in 
the disclosures of the bribes and pavoffs, the political contributions 
that have been made, as a result of the investigation of this subcom¬ 
mittee, it has been that those companies that have been investigated 
have made a clean breast of it. There has been no effort to conceal the 
fact once we reached the point of a hearing. 
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Now you have made a statement in the way of a disclosure and we 
have questioned you about it. You have made the internal audit report 
and supporting documents available to the staff at the request of the 
subcommittee in order that we could understand what went on, in 
order that we could ask questions concerning it. 

Now this subcommittee has no interest in reviewing portions of 
this audit that are unrelated to the subject under investigation. We 
recognize your right as a business organization to be protected against 
an unreasonable fishing expedition by the general publication of 
documents that have been furnished for the purpose of looking into 
this Italian matter. 

REVELATION OF PERTINENT INFORMATION 

I would like to propose to you, in such as our references to this 
audit have been confined strictly to the matter under investigation, that 
we review the audit with you to exclude from it portions that do not 
deal with the subject under investigation for the purpose of then 
including the pertinent parts of the auditor’s report in the record. 
I think that this should be done. I recommend strongly that you agree 
to that procedure so we may say to Exxon, as we have been able to 
say of the other companies, that a full disclosure of the questionable 
actions under investigation has been made by the company. I think 
its in the interest of Exxon as it’s been in the interest of other com- 

E anies to do that, on the understanding that extraneous matter would 
e excluded. 

Mr. Monroe. We appreciate that and we will be delighted to work 
with your staff to go through and get the pertinent information. 
Senator Church. Very well. 

VIEWS OF SENATOR PERCY 

Senator Percy. Mr. Chairman, I will be very brief because we are 
due on the floor, I understand. 

I have already expressed myself publicly in these hearings, Mr. 
Monroe, on the impact of the corruption on the function of our social 
and economic system. My views have not changed. But to reiterate 
them again today I think would just take valuable time. 

I’m impressed* Mr. Chairman, by the 1972 policy statement appended 
to Mr. Monroe’s testimony. I think it’s a fine piece of guidance that 
should be enscribed on the board room walls of all our American 
corporations, and I would like to just quote from that statement. 

The policy of this company is strict observance of all laws which may be 
applicable to its business. Even where the law is permissive, Jersey chooses 
the course of highest integrity. Honesty is not subject to criticism in any culture. 
A well-founded reputation for scrupulous dealing is a priceless company asset. 

I don’t know how you can improve on that, and I think it ought to 
be strictly enforced and observed. There are times when policies of 
companies simply aren’t enforced. Here certainly, we have renewed 
evidence that management needs to follow through and make ab¬ 
solutely certain, not have just blind faith in people, that its orders are 
carried out. 

I think if this guidance were enforced in board rooms in this Nation, 
there would be no reason for our presence here today at all. Behind 
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these words is the fundamental understanding that the means we 
use to achieve our objectives in this world define the type of world 
we are going to live in. I think this is the lesson this country has 
learned in Watergate, and I think it’s the very revelant question that 
we have been addressing ourselves to in these hearings, and the lessons 
we can gefrout of these hearings. 

My questions are very brief because I think most of the questions 
I had in my mind have been previously covered this morning. 

In your statement you mentioned that the company’s investiga¬ 
tion covered the year 1963 through early 19*2. Over what years was 
Mr. Cazzaniga president of your Italian affiliate? Was he in a position 
previous to that time which allowed him to control substantial money 
flows ? 

Mr. Monroe. He was president of our affiliate for about 20 years, 
Senator Percy, and prior to that I believe was vice president of 
marketing operations. I don’t think at the time he would have 
been responsible for control of large funds in that position, but he 
was managing director for 20 in our corporation, quite a long time. 

CAZZANIGA ACTIVITIES PRIOR TO 1903 

Senator Percy. Do you have any assurance that Mr. Cazzaniga’s 
unofficial activities did not predate 1963 ? 

Mr. Monroe. No, we have no basis to conclude it did or did not. We 
just went back to 1963. Nine years is a long time to go back and develcm 
an investigation, and we had a massive job on our hands. Your records 
generally become fairly sparse after ten years in your corporation 
retention files. 

Senator Percy. Do you have any idea what the level of contribu¬ 
tion was between 1945 and 1963 $ Have you totaled up what the 
cummulative figure would be for political contributions ? 

Mr. Monroe. I have no idea what the amounts were back in this 
time frame. I know they started at $760,000 in 1963 and grew steadily 
thereafter. So I would assume they were much smaller but I could 
not say for sure. 

Senator Percy. During this period, 1963 to 1972, was not the profit 
in international oil essentially made at its source? Would not, there¬ 
fore, Italy only be important as a market outlet and not an important 
profit center ? Isn’t that a correct assertion ? 

Mr. Monroe. In the foreign operations there are downstreams 
what we call the downstreams. The marketing and refining operations 
were in a poor profit position. There were profits in the upstream. 
Italy was a market for our crudes from Libya and elsewhere in the 
Mideast; that is correct. 

KNOWLEDGE OP U.S. GOVERNMENT REGARDING CONTRIBUTIONS 

Senator Percy. Was the U.S. Government ever informed of your 
political contributions in Italy? If so, what was the Government’s 
reaction? Who was the U.S. Ambassador to Italy during this time 
period? 

Mr. Monroe. As I think I reported last time, to our knowledge we 
never talked to the American Ambassador in Italy about our political 
contributions until 1972 when we uncovered the problem, and we went 
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over and reviewed the problem which we had uncovered with him at 
that time. Prior to that we have no record of anybody having a dis¬ 
cussion with the Ambassador on political contributions. 

Senator Percy. And the Ambassador then was whom ? 

Mr. Monroe. Mr. Martin, I believe, in 1972, and we talked to him 
about the management problem we had, the management control 
problem. 

Senator Percy. Did you make as full a disclosure to him as you 
couldof all the information that you had? 

Mr. Monroe. To my knowledge, we kept him apprised on these sig¬ 
nificant developments, the amount of contributions. I think we told 
him and the actions we were taking against the individual and other 
things, but not in the depth that- 

REACTION OF U.S. AMBASSADOR TO ITALY 

Senator Percy. He was well aware of what you were doing then. 
What kind of reaction did he give to you? 

Mr. Monroe. I’m sorry, I don’t know what reaction he had. I think 
Mr. Levinson had a reaction. He reported earlier about the size. Was 
that you ? 

Mr. Percy. About what? 

Mr. Levinson. In the interviews I had in Madrid and Rome, the 
reaction reported to me was it was a “nice slice of the pie” that the 
parties were getting and, therefore, the parties were not as bad off 
as they represented to the Embassy. 

Senator Percy. There was no disapproval that you know of 
evidenced ? _ - 

Mr. Levinson. No. According to the interviews with the people who 
were given knowledge, no. As a matter of fact, they were not surprised 
nor did they evidence any judgment as to the wisdom, unwisdom, or 
diversibility ? 

Senator Percy. Were these contributions made directly by Exxon 
or through a third party such astra de assoc iation ? 

Mr. Monroe. The contributions were made by Esso Italiana, our 
local affiliate. Dr. Cazzaniga was making payments to some of these 
front organizations which I gather then redistributed the money and 
some of them by direct cash paym ents to individuals and parties. 

Senator Percy. How was the company informed of the level of the 
contributions ? 

Mr. Monroe. Each year Dr. Cazzaniga would review with his con¬ 
tact in the management structure the amount of money he was going 
to spend for the following year on political contributions. In 1968, in 
the documents that you have, it was reported by a letter from Dr. 
Cazzaniga to the controller in London, the amounts that he was going 
to spend for 1969 and showing how much he had spent for 1968 and 
1967. 

Senator Percy. Do you happen to know if the association that was 
the conduit continued to make political contributions to the parties 
after Exxon ceased its own contributions? 

Mr. Monroe. Senator Percy, I don’t know that they were a direct 
conduit of funds. We didn’t develop any such knowledge in our inves¬ 
tigation. We know of their letter that came out in 1972 that implied 
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that, and I don’t know what their activities have been since our 
investigation. 

Senator Percy. You have no knowledge, direct or indirect, as to 
whether the association continued to make contributions after Exxon 
ceased its contributions? 

Mr. Monroe. My knowledge is that the association per se never 
made contributions. The companies were making contributions and 
that other companies contined to make contributions. I don’t have 
knowledge that they were funneled through the association. 

UNIONE PERTOLIFERA 

Counsel recalls that in the early 1972, our country manager, he was 
also head of the Unione Petrolifera, that he incurred an overdrafts 
for their account to make some contributions for the account of the 
Unione Petrolifera, that the companies had to settle up that overdraft 
in 1972. But that is the only knowledge, and this was an action he took 
similar to some he took for us, apparently. 

KNOWLEDGE OF U.S. AMBASSADOR OF ACTIVITIES AFTER 1972 INVESTIGATION 

Senator Percy. Lastly, do you have any knowledge, directly or 
indirectly, that would help us understand what involvement or part, 
if any, the American Ambassador had in this? Did he have knowledge 
of continuing activities? 

Mr. Monroe. After our investigation in 1972 ? 

Senator Percy. Yes. 

Mr. Monroe. I have no knowledge of his involvement or under¬ 
standing of it from that point on, no, sir. 

Senator Percy. Thank you, Mr. Chairman. Thank you. 

REVELATION OF PRINCIPAL GROUPS RECEIVING CONTRIBUTIONS 

Senator Church. Mr. Monroe, in accordance with the advice that 
you received that the committee would make public the names of the 
principal groups that received the contributions, and also in line with 
the questioning that has already occurred concerning the special 
budget and various allocations between 1967 and 1971,1 propose that 
this information which appears on pages 83 and 77, respectively, of 
the budget be made public at the close of the hearings today. All of 
it is related to the question under investigation. 

Mr. Monroe. May I remind the chairman again that this is a list 
that the invoices totaled up to. We know at least half of those funds 
came back and it’s not an accurate portrayal. 

Senator Church. I understand that. I think your representation 
here that at least half of the money that appears to have been given 
under the budget in actuality was surrepetitiously returned to the com¬ 
pany had been emphasized. 

Mr. Monroe. Returned to unrecorded bank accounts, not the 
company. 

Senator Church. Returned to unrecorded banks accounts and used 
for purposes not now known; is that correct ? 

Mr. Monroe. He claims they were political contributions. We can¬ 
not verify that. 



Senator Church. But you cannot verify his claim the returned 
money was also used for political purposes. 

I think the record is straight on that and with that understanding, 
these two pages from the budget will be made public at the close of 
the hearings. 

I don’t think I have any further questions. 

[The information referred to and additional documents follow:] 
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[Subcommittee staff note: Sections of this report have not 
been made public.] 

STANDARD OIL COMPANY (NEW JERSEY) 


REPORT TO BOARD AUDIT COMMITTEE 

REPORT ON SPECIAL AUDIT AND 
INVESTIGATION IN ITALY 


October 17, 1972 


JERSEY PROPRIETARY 
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Jersey Proprietary 

Report to Board Audit Committee 

Report on Special Audit 
and Investigation in Italy 


Summary 


1. Background 

The Board Audit Committee members were first advised of 
certain developments which appeared to be of material 
significance to our L.N.G. business in Italy by a memo 
dated March 30, 1972 from Mr. R. E. Mays. Subsequently 
at a special Board Audit Conuittee meeting on April 25, 
1972, an interim report was presented on the special 
audit in progress in Italy. 

% 

The attached report and my report to the Board Audit 
Committee on April 25th contain details as to events 
of disclosure of the secret L.N.G. side agreements 
which Dr. V. Cazzaniga, then President of Esso Standard 
Italians had made with S.N.A.M., with whom we have L.N.G. 
contracts. In ray report of April 25th you were also 
informed that unrecorded ESI bank overdrafts of about 
$19MM had been discovered. 

Considerable au4it and investigative effort has continued. 
The audit of the L.N.G. and related matters has been 
essentially completed. 

II. Findings *>f Special Audit and Investigation 

A number of irregular activities in addition to those 
reported to you on April 25th have been found which 
are summarized as follows: 


59-120 0 - 76 - 18 



Special Payments 

Dr. Cazzaniga had maintained that it was necessary 
to make payments to political parties and individuals 
as part of doing business in Italy. Such payments 
made by ESI as reported to Esso Europe and/or 
Jersey managements totaled $29MM over the 10 year 
period reviewed (1963-1972). The audit revealed 
that Dr. Cazzaniga had in addition expended in 
exdess of $25MM for unreported payments over the 
same period. 

The methods used to generate funds for the unreported 
payments were secret overdrafts with banks, processing 
of "dummy invoices" and kickbacks on crude and product 
purchases and sales agreements. * 

In addition to the payments mentioned above, further 
commitments and contingent liabilities entered into 
by Dr. Cazzaniga have beeri discovered totaling $17.5MM. 
L.N.G. (Liquified Natural Gas) 

At the time of the April 25th Board Audit Committee 
meeting it appeared that no one in Jersey or Esso 
International knew of the existence of any of the 
secret L.N.G. side agreements with S.N.A.M. However, 
our audit and investigative work in New York has 
revealed that several people in Jersey and affiliate 
companies had information concerning existence of 
some of these agreements prior to the actual 
disbursements made under such agreements. This 
Information apparently did not reach the appropriate 
Jersey executives. We believe that if this had 
happened, it potentially could have resulted in 
significant savings. 
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ESI and Esso International have commenced arbitration 
proceedings in Zurich, Switzerland, against S.N.A.M. 

3. Purchases and Sales Arrangements 

In addition to the kickback arrangements previously 
commented on, it was disclosed that commissions wore 
paid on sales that never took place, and some processing 
fees were paid for processing services never provided. 

4* Unauthorized Investments 

The audit disclosed a number of unauthorized 
investments totaling $14.6MM that Dr. Cazzarfiga 
made on behalf of ESI in non-petroleum activities. 

5. L.P.G. (Liquified Petroleum Gas) 

We now have evidence that indicates that Dr. Cazzaniga 
may have been a major stockholder in Liquigas, a 
company that purchases L.P.G. from ESI, and may 
have used his position in Esso and Esso's money 
and credit to increase the value of his ownership 
in that company. 

6. Marketing Operations 

In an audit of service station construction the 
auditors found examples of purposeful misrepresenta¬ 
tions to Esso Europe management and false accounting 
to disguise projects not economically justified. 

III. Conclusions 

As a result of tht audit and investigation we have concluded 
that Dr. Cazzaniga took actions detrimental to the Company 
and which could have resulted in personal gain to himself. 

We have requested a legal opinion as to whether the 
evidence we have is sufficient basis for legal action 
against Dr. Cazzaniga. 
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The principal factor which permitted the irregularities to 
occur and remain undiscovered for such a long period of 
time was the fact that higher levels of management in both 
the Region and in Jersey condoned the falsification of 
records to obtain funds for confidential special payments. 

The chances of the irregularities being discovered were 
minimized because of the apparent unlimited power which 
Dr. Cazzaniga had for an extended period of time. Some 
time over this period he should have been given an assign¬ 
ment elsewhere, even if temporary, to break the continuity. 
When Dr. Cazzaniga was removed as Managing Director of ESI 
in March 1972 he was left as Managing Director of RASIOM. 

In this capacity he made at least one other unauthorized 

commitment, expected to cost the Company $685,000. 

\ 

In respect to the audit coverage, in our opiniog, both 
Price Waterhouse and the Esso Europe Internal Auditors 
provided the financial and internal audit coverage 
normally expected. 

IV. Recommendations 

Numerous recommendations designed to restore an acceptable 
degree of control in ESI have been made by the auditors and 
others both in Europe and New York. The majority of these 
recommendations have been accepted and are in the course 
of being implemented. 

Among the areas in which we have been informed that action 
is under way are: restructuring of ESI by-laws and board 
resolutions designed to prevent any one person from taking 
independent action in areas where more control is necessary; 
putting banks and certain other third parties on notice as 
to these restrictions; taking measures to assure that no 
false documentation will be accepted or prepared within 
the Company; re-emphasizing within ESI Controller's 
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Department the need to strictly adhere to all internal 
procedures and policies; tightening up internal controls 
throughout th'j Company; initiating studies to determine the 
disposition of the unauthorized real estate investments; 
reducing capital budgets to a minimum pending reassessment 
of our future strategy in that country, and the imposition 
of strict controls over capital investments. 

Additional recommendations will be pursued including better - 
definition of regional coordination and review responsibili¬ 
ties, and the rotation of persons who helped Dr. Cazzaniga 
carry out his unauthorized actions and who are in sensitive 
positions. 



III. Conclusions 

1. Copies of correspondence and other evidence in our possession 
indicate that Dr. Cazzaniga took actions which in our opinion 
were not only detrimental to the Company but also could 

have resulted in personal gain to himself, both monetarily 
and by increasing his stature and influence. 

We have requested a legal opinion as to whether this evidence 
is sufficient basis for legal action against Dr. Cazzaniga. 

2. The internal controls within the Company had been circumvented 
with the result that: 

a) -Bogus documentation and false accounting were accepted 
by many levels of management. Thus, the entire control 
system was rendered ineffective as it was virtually impossible 
under the circumstances to verify the validity of specific 
transactions. This also negated the possibility of 
effective cost reviews or financial analyses by the 
regional office. 

b) Funds were generated by certain ESI employees at the 
request of Dr. Cazzaniga. The methods and practices 
used to provide funds were of an irregular nature and 
violated Company policies and practices. We feel that 
such practices resulted in many personnel circumventing 

or ignoring controls they were responsible for implementing. 

c) Investments were made without budgetary review or approval. 

3. The audit has attempted to identify the factors that 
contributed to and permitted the irregularities to occur 
and remain undiscovered for such a long period of time. 

These are: 
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a) The principal factor was Jersey and Regional Managements* 
condoning the falsification of records to create funds 
for confidential special payments. In so doing the 
Controller and other key personnel were subverted in 
properly carrying out financial and reporting control 
functions. Thus, the internal control system was 
rendered ineffective. 

b) The chances of secret and unauthorized transactions 
being discovered were minimized because of the centraliza¬ 
tion of apparent unlimited power in the hands of one 
individual for an extended period of time. Dr. Cazzaniga, 
a very strong and forceful individual, had been in his 
position with the Company so long, and had built up his 
image both within the Company and outside to such an 
extent that it was difficult to control his actions. 

However, it seems obvious now that sometime over this 
long period he should have been given an assignment 
elsewhere, if only of a temporary nature, in order 

to break the continuity of his almost unlimited control 
over the entire organization. 

c) We believe that the "mind and management" philosophy, 
which led to a "mild coordination" approach in overseeing 
operations in the European affiliates, has been over¬ 
emphasized to the detriment of management control. As 

a result of this audit, it is our opinion that the ^ 

regional headquarters groups have not had sufficient 

in-depth involvement with the activities of the 

affiliates to properly carry out the necessary surveillance 

and guidance. 
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As an example of the foregoing, we would like to see 
the Esso Europe Controller's organization play a stronger 
role in both guiding and evaluating the effectiveness 
of the affiliates’ controller's functions. 

The recommendations of the Jersey General Auditor made 
to the Esso Europe Controller regarding contract 
committees, contract procedure guides, and other 
management controls, have not been implemented to any 
significant degree. 

d) The decision not to relieve Dr. Cazzaniga of* all his 
responsibilities and authority when he was removed 
as Managing Director of ESI in March 1972,has apparently 
cost the Company at least an additional $685,000. Removal 
from all official capacities was considered in April and 
the Jersey Controller recommended that all ofrDr. Cazzaniga's 
power be removed and that all of his official connections 
with the Company be severed, but this was not done. On 
May 5th, as Managing Director of RASIOM, he made a 
commitment that a payment be made by it to Confindustria, 
an industrial chamber of commerce organization, for 
$685,000. 

4. With regard to the role of the outside auditors, in our 
opinion. Price Waterhouse provided the financial audit 
coverage normally expected for Jersey certification 
requirements. After their disclosure to Jersey management 
in 1968 of unrecorded bank accounts and their suspicion 
of the “special" payments, they increased their bank 
confirmation tests to include 100% of all affiliates of 
ESI whether examined that year or not. This extended 
procedure did not bring to light the existence of any 
other unrecorded banking arrangements. Confirmation 
requests we;re sent to banks which were subsequently 
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or Assistant, visited Europe for more comprehensive 
coordination and reviews with the Regional General Auditor. 
These trips included visits to locations where audits were 
in progress or just completed to participate in the Regional 
General Auditor's reviews of audit performance and meetings 
to discuss audit findings with affiliate management. Our 
conclusions from these trips were that internal control 
coverage was adequate although, as you know from previous 
annual reports, I have often expressed the opinion that 
there was a need for additional and more experienced auditors. 

With regard to Italy, the internal audit coverage of the 
specific areas examined seems to have been adequate for 
a normal situation. booking back, it may have been a 

costly mistake to consider the "Special Budget" too 

%> 

sensitive to disclose to anyone below the level of the 
Regional General Auditor. Disclosure to the auditor 
responsible for day-to-day supervision of the audits 
might have resulted in more thorough investigation of 
transactions that, at the time, appeared bona fide but 
which since have been proven false. 

Recommendations to Management and Corrective Measures Taken 
Numerous recommendations designed to restore an acceptable 
degree of control in ESI have been or will be made by the 
auditors and management both in Europe and New York. The 
more significant ones and our comments with respect to the 
actions taken are as follows: 

1. Esso Europe internal auditors recommended that the by-laws 
of each Italian company be changed to provide for 2 or more 
Managing Directors. This allows for the establishment 
of controls to prevent one person (formerly the sole 
Managing Director) from taking independent actions 
in areas where more control is considered necessary. 
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To Mr. M. W. Johnson 


August 2, 1963 


Employee Relations Budget - 1963 


Dear Johnnie: 

With reference to our conversation in New York last June, we 
are now in a position to estimate that the special above 
mentioned budget will amount for 1963 to about $600,000 to 
take care of the different initiatives, some of which have 
already been finalized and some under way. 


Yours sincerely, 
/s/ V. Cazzanig^a 
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December 22, 1964 


To Mr* M. W. Johnson 

sv 

Special Public Relations Expenses 1964 ' 

Dear Johnniet 

As you know, we had to face in 1964 special events which 
required some strong supportive public relations actions at 
all levels. We succeeded in obtaining as industry, the 
deferred payment of taxes and the turnover taxes adjusted on 
Mogas, which increased our margin both on regular and premium. 

We had also to take the proper actions regarding the Quiliano 
Terminal, our move to Rome, and support the clarification of 
TAL negotiations. 

Our special PR expenses for 1964 have amounted to about $980,000 
as compared with the amount of $650,000 that we supported in 
1963. ^. - 

% 

At the first opportunity, I would like to discuss with you 
some of the special items above mentioned, and particularly 
the one concerning TAL, for which there might be the possibility 
of recovering part o'f the expenses from the TAL Company on a 
confidential basis. 


Yours very truly. 


/s/ V. Cazzaniga 


/ Yaaa * c 


'JJ/iUu (&• 
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January 14, 1972 


Mr. H. T. Cruikshank 


Dear Harolds 



Deferred Payment of Taxes 


.Further to my telex of December 30, 1971, I enclose translation 
of the inter-ministerial decree of the same date whereby the 
Minister of Finance, in agreement with the Minister of the 
Treasury, and of the Budget and Economic Planning states the 
modalities for the oil companies to be granted, also in 1973, 
the deferred payment of taxes. 

According to this decree, the Ministry of Finance was apportioned 
the 550 billion lira ceiling to the various compary.es, taking 
as the basis the amount of 4:axes paid by each company during the 
period October 1 - September 30, 1971. ' 

Waiting for such computation to be made and on a provisional 
basis, the apportioning for the first quarter shall be effected 
according to last year's apportioning reduced by 1%. The net 
effect for our company is a saving of 89.4 billion lira for the 
first quarter, and is estimated at about 86 billion Yor the 
balance of 1972. 


While the reduction for the first quarter is practically negligible, 
the negative effect of the reduction for the three remaining.quarters 
may be estimated in the region of $160,000. 

Accordingly, the benefit of this low cost financing versus 
normal financing at current rates remains.only marginally reduced. 

Its amount for 1972 may be estimated in the region of $5.15 million. 


Yours Sincerely, 
/s/ V. Cazzaniga 

ccs 3.D.McQuage 

D. J. Thompson 
S. J. Vastola, Jr. 

^ L. 0. Banyon, Jr. (Govt.Relations) 



special rnipcrr 1967-1971 


Ce*p»pl»«fl *r Appi-Ovril Oudnnt A!l K «ttJ to 
K«w«d ProjBCt* and £*p«n<Uturea Reported by Or. Caxtnnlfta 

(figure* In U3$ *t nlwmn tudwin^a rtttt) 


Try ! 

C*On«rflt»no* *• allocated end 
rrport«<t by Or. Coxianl 9 * 

5(X) Budnet «oprev*d by Eae© Europe 
Wn<v»<te<nent 



_I?.77_. 

1970 

1*69 , 

1968 

1*»67 

E*ct»o«oe r«t«*l 

ot 600 

at 625 

*t 625 

at 625 

at 625 

A) SfiecUl Tu«I Oil Supply to Power Plant* 

150,000 

(150.000) 

90,000 
( - ) 

1,500.000 

(1,500,000) 

680,000 

64,000 

S> Civ1t a veech«n/T I im 1 u 1 no 


231.000 

(3*0,000) 

ieo,eco 

(200,000) 

82,000 

114,COO 

C) Pan!oagl1e 


73.000 

(200,000) 

600,000 

(600,000) 

8,000 

1,118,000 

0) Deferred Peynent 

850,000 

(850,000) 

000,000 

($00,000) 

500.000 

(700,000) 

1,114,000 

288,000 

E) Reduced Tnnntlan on CeaoM weed •* 

M-etlng Oil 

100,000 

(100,000) 

135.000 

(100,000) 

200,000 

(300,000) 

760,000 

979,000 

r) t>-portation of N*tur*l*Ge# 


- 

200,000, 

717.000 

329,000 

C) Refinery Eicon*** 

350,000 

(350,000) 

375,000 

(300,000) 

300.000 

(500.000) 

520,000 


M) Suex C»tr# Charge* Re !«ibur#e**ent 

350,000 

(500,000) 

- 

900,000 

(900,000) 

813,000 


l) ro*Itlon* on Highways 

400,000 

(400,000) 

600,000 

(500,000) 

100,000 

(200,000) 

16, COO 

• 

L) Piocotlonoou* - Sicily , 

150,000 

(150.000 

225,000 

(300.000) 

100,000 

(200,000) 

1 40,000 

65,000 

»*) fiscallanoou* - Italy 

150,000 

(150,000) 

260,000 

(2C0.000) 

698,000 

(300,000) 

513,000 

643.000 

N) Dredging - Auguste 


35*.000 

(300,000) 




O T«* Legislation 

500,000 

(500,000) 





P) Price Method 




... 


X) 2e*r>*d lnt*r**t 

615,000 

(500,000) 





E) Capital Iteo 



6*5.000 



TOTAL SPCJfT * («««• Schedule III except 

thrt aaehnnn* rote I* there cor- 

*tn«t «t L. 5*5 " *) 

'D*JPCET) 

TOTM ML0CAT5B 

3.5*?, JIM 

(3.650.000) 
3>l 5. COO 

3,247.920 

(3.000.000 

3.248,000 

5,343.3*0 

(5.400,000) 

5.r4J,CCO 

5,420,025 

2 

5,263.000 

3.602,430 

T 

3.600,000 
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PART III 

INTERNAL AUDIT REPORT OF THE SPECIAL BUDGET/SPECIAL 
BUDGET BANK ACCOUNT OP ESSO ITALIANA, AUG. 30. . 
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ESSO EUROPE INC. 

6, HANOVER SQUARE, LONDON VVIR OHQ ENGLAND 

counnoutft s department 
Aunt i ui vision. 

O M. MAMIN-Gout* Aud.lor 
J G MAlmNNON- Attimnl GvncrO Auditor 
G. RAVI • AitiitjM Gcnci*! Audiioi 


PROPRIETARY 

Mr. A.P. Sala, 

President, 

Esso 1 tali ana S.p.A., 
Palazzo Esso, 

Piazznle doll'Industria 46 
EUR OOI44 ROME, 

Italy. 


30 August 1972 

INTERNAL AUDIT PE 72/10 
SPECIAL BUDGCT/SPECIAL 
BUDGET BANK ACCOUNT 


Dear Mr. Sala, 

We have completed our audit of the Special Budget and the Special Budget bank 
account. Our audit took place from April 1972 to July 1972 and covered the 
period 1963 to March 31, 1972. 

Our work included an evaluation of the controls exercised over these expenditures, 
discussions with Dr. Cuzzaniga, who authorized each payment, and ESI personnel 
who processed payments against this budget, and an examination of the utilization 
of disbursements for the period 1963 to 1972. 

Our conclusions arc as follows:- 

1. The Special budget was created to control payments which, by their nature 
could not be accurately recorded on the books of the Italian Company. 

Although such payments had been made since 19'tS no formalized procedure 
was introduced to control the amount of these expenditures until 1964 when 
ESI management, the SONJ General Auditor and the then Jersey Contact Executive 
for Italy agreed upon the procedure which became known as the Special 
Budget. From 1963 to 1972 $ 29 MM was disbursed against this budget. 

2. The Special Budget was an illusion. The reports and controls used by 
ESI, Esso Europe and Jersey managements to nonilor these expenditures 
were ineffective in that: 

a) Payments within the Budget were in some eases used for purposes other 
than those reported to Esso Luropc Diaiiagcin.Mil. 

b) In addition to the $ 29 l-lM budgeted for such purposes, a further 

estJi. Jti d £ 3t» !fM v.!'. *.:*.) ci.dir. for ts of the sar.e nature 

ana i n. :^eJ lo e.-.prnseS <•) c.i'm.i, piojects. 



3, Payments against the Special Budcot were effected in two ways: 

a) by processing dummy invoices. To gain tax relief on these 
"business expenses", to negate the possibility of ESI having 
to report the names of recipients to the tax authorities and 
to disguise the fact that Esso was making such payments, dummy 
invoices wore processed through the books of the Company and 
charged to either Administrative or Marketing Expense. 

b) by processing cash payment requests with no supporting documentation 
(A-Z payments). Those payments were made from a bank account not 
recorded on the books of the Company, to a company employee, usually 
the Assistant to the President, who then passed them on to the 
appropriate person/organization on the President's instructions. 

The bank account was operated jointly by the Comptroller's and 
Treasurer's Departments. 

4. In many instances amounts paid to persons/organizations which 
provided dtrnmy invoices were returned to Dr.Cazzaniga for other uses. 

At the tine of our audit Mr. Jester (Consultant and previously Assistant 
to the President) had in his possession a number of unused invoices with 
a total face value of $4.6 million, which were already authorized and 
ready for processing. These would have provided Dr. Cazzaniga with 
additional sums to use at his discretion. 

Considering the above, we offer the following recoirencndations: 

1. To obtain effective control in Italy: 

a) no payment should be made unless it is properly supported and 
accurately documented in the books of the Company. 

b) no dummy documentation should be prepared, accepted or processed. 

c) managers should be made aware that they will be held responsible 
for all charges against their deparmentai expense and Capital 
Budgets. 

d) all existing bank accounts which are not recorded on the books 
of the Company should be closed. 

2. Esso Italiana should formally evaluate and review with Esso Europe in 
advance the necessity and level of any special payments in the future. 

If it is decided that such payments are necessary to operate effectively 
in Italy tl we reconrnnd that whatever payment procedures are adopted 
should endeavour to ensure that ihesecosis are borne by the Italian 

Company. 


We have included in the attachment the items which should be covered 
in this evaluation of the need for special payments, and indicated our 
willingness to assist in the development ol controls appropriate to the 
aut hori z at ion , mnkitv, recordin'* not! veri f i f r.t ion of such pnvpents. 
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This audit 
M. Sieurin, 
our report, 


cc: Messrs 

Ends. 

TPO* B/rnrar 


- 3 - 

review was carried out during April/Junc 1972 by Messrs. T.P.O'Brien 
N.A. Hal ton and Dr. U. Croxatto. If you have any queries on 


we arc, of course 

, at your disposal. 


Very truly yours. 


/i 


G.N. MARTIN 

H.C. Kauffmann 

- EEI 

11.T. Cruikshonk 

- KKI 

R.G. Miller 

EEI 

D.J. Thompson 

- EEI 

M.J. Quilter 

- ESI 

E. Consigliere 

- ESI 

H.D* Schersten 

- SONJ 


59-120 0 - 76 - 19 



DETAILED AUDIT MEMOUVCDICI 


Internal Audit Report PK 72/10 - Special Budget 
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X. HISTORY OF SPECIAL BUDGET 

The various procedures which have been utilized from 1948 to date 
to generate funds for special payments are highlighted in Dr.Cazzaniga 1 s 
letter of Hay 24, 1972 to Mr. O'Brien of our staff (Attachment I). 

II. COHTROL OVER SPECIAL BUDGET 


We have been told by Dr. Cazzaniga that Jersey management first 
became aware of special payments in the early 50*s when Messrs. Stott 
and Lamont (SONJ Directors) were informed of the procedure 
for generating funds whereby RASIOM (then owned by Moratti) would 
overcharge Interesso for processing and pass the excess amount to ESI. 

However, the first attempt to establish a definite procedure took place 
in 1961 .when the Jersey audit staff became concerned with the increasing 
amount of payments being made by ESI supported only by an employee's 
withdrawal receipt. The General Auditor and Controllers Department of 
SONJ approached ESI with a view to the formalization of procedures 
applicable to such payments. A meeting on December 3, 1964 between 
Dr. V. Cazzaniga, ESI President, Dr. E. Consigliere, then ESI Deputy 
Controller, Mr. A.B. Hecker, SONJ General Auditor and Mr. H.W. Henley, 
Regional Auditor, laid ground rules for payments of this nature to third 
parties. 

Mr. L. McIntosh, Jersey Auditor, visited Dr. Cazzaniga on December 14 and 
advised that he was satisfied that a procedure had been set up, and 
specifically that all payments were 'intended to support the various 
groups that are in a position to promote the interests of the Company'. 

Those familiar with these payments at that time included Mr .H.W .Johnson, 
and Mr. W.R. Stott, who then had contact responsibilities for the 
Company's operations in Italy. 

However, Mr. McIntosh subsequently wrote the General Auditor of SONJ 
on April 14, 1966 and emphasised that his December 1965 review with 
Dr. Cazzaniga was not an audit since "there is no way of knowing beyond 
doubt that the income shown in the Comptroller's records, is all the 
otherwise unrecorded income that was received, or that the bank account 
discussed is the only such account," "there is no certainty that the 
documents themselves are bona fide", etc., etc., (see Attachment II). 

These comments were sent by SONJ Deputy Comptroller to Mr.M.W.Johnson, 
with a covering note, dated May 10, 1966, offering to have the Esso Europe 
General Auditor review future payments and report confidentially to 
Esso Europe in this regard. (See Attachment 111). 

The audit offer appears to have been taken up as the Esso Europe General 
Auditor made a review each year thereafter. This review, however, was 
limited to reporting the mechanics of the procedure, and determining that 
'the expenditure (total only) had received the required approval* (sec 
report for year 1968 - Attachn*>nt IV). 
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In 1968 Esso Europe established a form of Budget Control for payments 
under this procedure. Dr. Cazzaniga was required to agree each year 
in advance with his Contuct Executive in Esso Europe the payments 

necessary in the Company's general interest by^broad categories.__ 

Additional payments were generally agreed during each year and a final 
report of payments made (or purported to have been made) by broad category 
was prepared at year-end. See Schedule I attached. 

No substantiation was required either of the specific amount or 
purpose of individual payments nor of the true recipients. 

It has been virtually impossible to reconcile the payments reported by 
Dr. Cazzaniga with those actually made since they bear so little 
relationship to each other. For example:- 

Special Fuel Oil Supply to Power Plants \ 





1969 

1970 

1971 

Reported to Esso Europe 
Actually paid, so far we 


M$ 

1500 

90 

150 

can establish 



48 

664 

866 

Deferred Excise Taxes^ 


1968 

1969 

1970 

1971 

Reported to Esso Europe 
Actually paid, so far as we 

M$ 

111A 

500 

900 

850 

can establish 


40 

160 

160 

167 

Suez Extra Charges 


1968 

1969 

1970 

1971 

Reported 

Actually paid, so far as 


813 

900 

- 

350 

we can establish 


856 

- 

- 

- 


Recognizing the difficulties in identifying even the broad areas _ 

against which payments were made, it is evident that Dr. Cazzaniga's 
reporting was largely at variance with what actually took-place, 

Esso Europe decided in August 1971 that there would not be a special 
budget for 1972; however, M$ 658 had been spent for Special Budget 
purposes during the first quarter of 1972 without the knowledge of 
Esso Europe. 

The situation which arose, i.e.misuse of the Special Budget,etc., was 
entirely contrary to the expectations of those who set up the procedure 
back in 1963-1965, and with hindsight can be seen as at least partly 
attributable to the confidence which top management, both in London and 
Hc~w York hnd in Dr. Cazzaniga, Yet the very purpose in setting up the 
foiiaalizcd procedures yas to provide improved control: at that time the 
potential danger of entrusting funds to a single individual in this manner 
was fully appreciated. However, in practice Jersey and Esso Europe 
failed to miintaiu their appreciation that these control dangers applied 
Lu l>i • u»w i*e \tiij tii< 1 c to viffor assurances that vci ro 

ii d by » us mi f f ic* < *. l (m. - A 1 1 .tr-hr -nt V), 
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Other than the controls intended to be exercised by Jersey end Esso Europe 
management, certain additional controls existed or should have existed 
which, had they been effectively exercised, would at least have curtailed 
the use of the special budget: 

a) For payments of over tit. 2 million the procedure called for the 
signature of a second Director. As the details of the Special 
Budget payments were effectively personal to Dr. Cazzaniga, and 

as the recipients were virtually never shown on the authority, the 
second Director was usually signing without controlling the payment. 

Thus by his failure to sufficiently question Dr. Cazzaniga, the 
major in line control was negated. 

b) Those in Esso Italy who did know or should reasonably have known that the 
special budget was being used for purposes other than as approved 

by Esso Europe were in a position of conflicting loyalty to the 
Company and to the President. 

c) Controller's Department appear to have acted entirely on 
instructions from Dr. Cazzaniga and fulfilled the role merely 

of processing invoices and requests for payment (see Attachment VI 
and for an example copy of each). We have found no record 
of any steps taken by them to establish the true recipients 
of funds made available; indeed the very structure of the 
agreement between Esso Europe and ESI was such as to place 
the Contr oller in the 'non-control' positon of knowing no more 
detail of Esso Europe's approval than the total of the funds 
to be made available each year. 

SUMMARY ON CONTROL OVER SPECIAL BUDGET 


Despite the intentions of improving controls over unsupported payments, 
the establishment of the procedure for the special budget merely 
continued in a formal manner the total control in the hands of one man, 
who was in the event able to exert his influence over those purportedly 
exercising control over his activities. 

This resulted in virtually no control at all over some Lit. 17 
billion - $ 29 million - in nine years. The manner of Dr. Cazzaniga's 
operation is explained in the Section entitled 'Disbursements from 
'Special Budget'. Additional uncontrolled payments of the same nature and 
amounting to at least $ 30 million are detailed in Section V of thi6 report. 

III. SOURCE OF FUNDS FOR SPECIAL BUDGET 


The sources from ESI regular accounts (and to a lesser extent RASIOM 
and SARPOM) which were used to generate funds for the Special Budget 
are shown and explained in Schedule II. 

The justification given for accepting the unusual operations such as 
the processing of dummy invoices and the bypassing of Company records 
in accounting for certain revenues (interest rcbaLes, travel rebates) 
was that they were necessary to obtain tax relief as business expenses 
as well as to avoid providing me cax autiiorii j es with the names of 
v clji'ii!*., or p.:y»n; doe. d t recipients in lieu of disclosure. 



The Esso Europe General Auditor in his June 5, 1969 rcport» expressed 
concern over the use of two sources of dummy invoices which "rosy increase 
the risk of the venture being exposed in an unfavourable light" (Attachment 
IV). 

Current experience in Italy confirms that any practice of processing 
fictitious documentation or by-passing official Company records in 
accounting for revenues or costs is unacceptable particularly to a Company 
of SONJ's standing, and can only lead in the long run to problems with 
governmental authorities, statutory auditors, bankers, etc., and engenders 
a climate of non-control at all levels in the Company. 

DISBURSEMENT FROM THE SPECIAL BUDGET 


Schedule III shows the total sum expended through the special budget 
since January 1963 through March 1972, to be over $29 million. 

Payments were effected in two ways: 

a) those made against dummy invoices 

b) those made against requests for payment. 

a) Special Budget payments against dummy invoices 

These payments are almost always against invoices of newspapers and othi 
periodicals for journalistic services that had never been rendered. 

The total payments of this nature since January 1963 amount to 
Lit. 12.060.737.287 ($ 20,616,639). (See Schedule IV). 

Dr. Cazzaniga explained that this was a usual means of making 
political contributions in Italy: Schedule IV also shows the political 
affiliation of each recipient so far as we have been able to establish. 

However, we have considerable doubts that all such payments were 
actually received by the persons stated or were for the ultimate 
use indicated. From the procedure adopted it is virtually impossible 
to verify the payee or purpose. 

However, we have been able to establish that payments against invoices 
of a limited number of recipients were used to fund bank accounts 
from which Dr. Cazzaniga then made payments to various other 
persons/organizations. The Major newspapers IL TEMPO, MOMENTO SERA, 
which are independent but affiliated to the Christian Democrats and 
Social Democrats fall within this group, which is marked by (**) 
oi Schedule IV. _ 

PUBBL1PR0P is connected with the Christian Democrats, ard AVANTI with 
the Socialist PS1. They also fall within this group of recipients 
used to fund bank accounts from which Dr. Cazzaniga purports to have 
made payments to various persons/organizations. 
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Tho above procedure indicates a method u*td to generate cash when required. 
We hold a file of such invoice* totalling some Lit. 2.7 billion ( $4.6 
million) many of which are datod, stamped and rocoiptod but not yat 
processed. No doubt thoy would have boon used o* the need arose. 

b) Special Budget Payment* against cash payment request* 

without supporting documentation (known ns A-7, accounts) 

Schedule V gives details of the payments by this method totalling 
$ 8.5 million from 1963 through March 1972. 

Payment was made by ESI Comptrollers out of the Special Budget 
^ bank account (not recorded in tho books of ESI) against a roquest 

invariably authorised by Dr. Cassoniga, (and by a second director 
when tho amount was over 2 million lira). 

From 1964 onwards almost all payments ware made to Dr.Cassaniga's 
Assistants (Messrs. Jester, Digati, Queirolo) for them to distribute 
as instructed (** Schedule V). 

The total amounts hdndled by thorn under this procedure since 1964 
was lira 4.4 billion (♦ 7.5 million) with Jester responsible for 
lira 4.1 billion or $ 7.0 million. 

Certain records wero kept by them showing how funds were spent} 
these records show a wide range of recipients and purposes, 
principally to individual politicians and ministries. Whilst some 
of tho payments were clearly considered for advantages available 
to E81 (Defiscalisatlon, Deferred Payments,etc»), we arc not in 
a position to establish whether the other payments made were for 
the purpose statod 9 were received by the porsons indicated» or 
achieved the objectives purported. 

In- various interviews with Dr. Cassaniga and Mr. Jestor, we were 
unable to obtain information on these paymonts sufficient to enable 
us to hava the level of paymonts revlowed by those who are 
knowledgeable of 'prices' to be paid for specific favours t or to f 
ascertain that the favours paid for had actually boon received. 

V. SIMILAR PAYMENTS OUTSIDE THE SPECIAL BUDGET WHICH SHOULD HAVE 
BEEN ALLOCATED ACAINST IT._ 


A large number of other special paymonts were made without reference to 
tho Spocial Budget. It is also worth noting that thoy wero not picked 
up by any functional departments in Esso Europe nor by any previous 
audits in Italy. The oaso with which these additional paymonts were 
offcctr.d and processed by ESI raisos serious quostions os to the validity 
of iho controls within that Company. 


It.is impossible to quantify or even to oatimate. without an inordinate 
amount of work* tho total amount which was used for 'special' purposes} 
however, findings to date would indicate that in addition to the $ 29 
million disbursed through the Spocial budget, at least $ 30 million was 
oxpt ndnd in a similar manner over the last ten yearn. Kxui.iplc* of tho 
V'i i*s s *■ i!’ p' 1 ' ■ lined in •»{ :o oth r p;.“ •M.n .■••c* mit'in.td Inlet;. 
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a) Payment* from unrecorded bank accounts unknown to tho 
Financial Officers of tho Company. 

Full details of these are given in a separate report PE 72/7* 

However, it should be noted that these accounts included 
substantial payments of a nature similar to those made under 
the Special Budget. Total payments over tho period 1963*1972 from 
these additional accounts exceed $ 8 million, 

b) Payments supported by dummy invoices, similar to those within 

the Special Budget but which were charged against other expanse Budgets 

Schedule Vll shows the extent of this further source apparently 
used for payments to political newspapers, etc,, for sorvices that 
were in fact never rendered. The total since January 1964 is 
$ 6,5 million, with that for 1971 alone over $ l million, Schedule 
VI a shows how they wore accounted for, Schedule VI b explains tho 
legend. Tho P.R. FJudgota of both RAS10M and ESI were widely used, 
and the balance mainly charged to expenses, Tho dummy invoices used 
to support those payments were from tho same organisations (PUBBUPROP, 
etc.), which provided documentation to justify Special Budget 
Expenditures. 

c) 1 Dummy Invoices* 

We have also found a number of other invoices issued by third parties 
against ESI by arrangement with ESI management for servicos that 
were never rendered. These were then charged against cither 
operating budgets or capital projects. Examples includei 

1) Sacco (Engineering Company) invoices rendered to ESI for 
'Viability Studies' (see Attachment VII for an example) 
which were used to generate funds to make 'una tantura* 

(one time) payments on autostrada outlets. These payments 
totalling ovor $ 2 million were included in various Capital 
Budget■projects rather than the Special Budget, 

ii) SARAS rind Hydro Italians (Holding Company) invoicos 

generated credits into the unrecorded bank accounts amounting to 
Lit. 194 million ($ 332,000) and Lit. 2 billion ($ 3.4 million) 
and were charged as operating expense and commissions 
respectively. 

d) Compenal Rlsorvati a Torzl (or confidential payments to third parties). 

We comment on theses payments in a separate report (PE 72/9) which 
describes tho procedure followed for obtaining funds for sorvlce 
station pormitp, etc, When discussed in 1965 bctwuon SONJ and ESI 
thoso payments were envisaged as amounting to 'a total of 
$30,000 in uno yo.ar'. In the event some $ 1.5 million has been 
expended through this procedure since January 1965. This procedure 
was of the nature of a "mini" Special nudgot but wns not included 
In tho Special Budget, reports to i;cso Europe. 
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d) Consultants 


We have established that Dr* Cazzanlga approvodennually « 
so-called 'Lists Consulenti 1 , containing between 30 and 40 
individuals who were contracted by Dr. Cazzaniga and paid on 
a retainer basis. Wo have been referred by Dr. Cazzaniga to 
the department managers for further information. First results 
of our investigation, which is continuing, indicate that some 
of these consultants wore paid for 'services that were similar 
to those for which th<^ Special Budget was designated*• 

f) Rebates on Inflated Prices Paid for Crude and Product Purchases 

We have found examples where crude and product purchases prices to 
ESI have been inflated with the difference beiilg passed to Dr. 
Cazsanlga for vhatovor purposes he deemed necessary (see our report 
on 'Crude and Product Purchases'). 

VI. RECOMMENDATIONS 

7T- 1 n-.T 1 1 -T TII 9 

In addition to the four recommendations to gain effective control in Italy 
as sot out In the sunmary to this memorandum, we reconvnend that Esso Italy 
formally re-evaluate necessity for making special payments in Italy. This 
evaluation should be reviewed with Esso Europe and should include the 
following! 


(1) The economics of tho procedure i.e. the costs versus the 

expected gains including any tax effect arising from ii A iii 
below. 

(ii) The necessity to shield the identity of the recipient and the 
purpose of the payment. 

(iii) The necessity to shiold the identity of the payor. 

(iv) The practical difficulties of ensuring the secrecy of the payor 
and the payee but at the some time sotting up a control procedure 

to obtain reasonable assurance that payment of the amount authorised 
has been made to tho person intended and that benefits have accrued 
from the payments made. 

We understand that Special Payments are invariably required in cash in local 
currency, receipts aro never given and are usually made through third parties, 
a situation which is virtually impossible to control in the normal concept 
of business transactions. 

However, should it be nocosaary to continue to make such payments in future, 
we will assist in developing procedures (possibly a separate procedure for 
minor payments up to say $ 1,000 oach) which will afford the best control 
possible in tho circumstances.- 

Such procedures would cover funding the source of payments, authorities for 
tuning payments, their recording, and verification of receipt and ovontual 
»opolling omt audit. 
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reviewed by Eooo Europe mnnogowont (pre¬ 
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Special Dudget 1963-1972* source of 
funds. 

SpooloI Dudget 1963-1972i total expendi¬ 
tures by year* 
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end by year* 


* 

Special Budget 1963-1972* oxpondlturoo 
from A-Z Account, I torn!sod by recipient 
end by yaor. 

Sources of paymonts similar to but out¬ 
side the Spool a I Budget, Itomload by 
year 1964-1972. 

Payments mode simitar to but outside the 
Special Budget 1964-1972. 
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NOTES TO SCHEDULE II 

l > ESI P/L Lit. 12.164.88S.690 ($ 20,794,675) f 

This item includes the invoices of organizations (newspaper 
companies, agencies, etc.) or cash payment requests charged to 
account 40 - Administrative and General Expense - during the 
period 1963/1967 ond to account 30 - Marketing Expense - from 
1968. These expenses, for the balance sheet of ItAlian tax 
purposes, were reclassified as Advertising Expenses while for 
Jersey reporting, they were reclassified as Administrative and 
Coneial Expenses. 

2) RAS10M P/L Lit, 73.005.000 ($ 124,794) 

It Includes invoices of organizations or cash payment requests 
charged to account 40. - Administrative and Genoral Expense. 

3) SARFOM P/L Lit. 288,476.000 <$ 493,121) 

It includes invoices of organizations charged to account 40 - 
Administrative and General Expense. The amount of Lit. 
268.476.000 charged to P/L in 1971 has been entirely absorbed by 
ESI for processing expenses paid to SARPOM. The other users 
of the refinery absorbed expenses not covered by the special 
budget in the amount of Lit. 157.221.265 for CHEVRON OIL ITALIANA 
S.p.A. and Lit. 121.054.515 for TEXACO S.p.A. 

4) INTEREST REBATE Lit. 1.809.070,992 ($ 3,092,429) 

This item includes the adjustment on bank interest rates and 
on commissions for payments in forojgn currencies (standard 
rates vs. ngrood rates) received from tho banks through bank 
draft. Those drafts were deposited into the special bank 
account in order to have funds available for payments for 
third parties. 

5) TRAVEL RERATE Lit. 24.255.487 ($ 41,462) 

Rebates received from Travol Agencies on travelling tickets 

purchased by ESI and LA COLUMBIA. The relevant bank drafts 
were deposited into the special bank account. 

6) LUB011. COMMISSION Lit. 326.098.840 ($ 557,434) 

Price adjustment on luboil purchased by ESI from l^tumoil and 
Vincor. Tho relevant bank drafts wore deposited into tho special 
bonk account. 

2) TRANSPORTATION ADJUSTMENT 

Lit. 812.895.030 ( $ 1,389,564) 

It refers to tho money obtained from ESl's regular bank accounts 

hy •:* ..ucour.t 21 - Purclr.- ■ .’-.nl/ur acc* *::it - 

Mir’ : ; ■ r»:• T»*\« \ .•» * I • ■»:*. /.Ijurtv.’nt. The 

> * ■»* ! *.*,! . ?• : ? •. w. iv i * ? r; .‘i.il .. 
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Schedule 

- 8 ) 


9 ) 


< 

10 ) 


11 ) 


12 ) 


13) 


II (Cdntd.) 


SALES flSBATE Lit. 100.312.025 ($ 171,474) 

It refers to tho money obtained from RSI's regular hank 
account by charging account 10 - Sales - os sale rebates. 

The relevant bank drafts were deposited into tho special 
bank account. 

SARAS DEBIT NOTES Lit. 962.574.936 ($ 1,645,427) 

This item refers to accommodation debit notes issued by SARAS 
To ESI as expenses for tho desulphurization of distillates for 
the export market, which have been charged to account 25 - 
Operating Exponsas. The relevant bank drafts were'deposited 
into the special bank account. 

CONSULTING SERVICES Lit. 343.463.500 ($ 587,117) 

This item refers to the funds made available through the., 
payment of accommodation invoices issued to ESI by Experts 
Treuhand A.C, and Societe de Guarancos Commercialcs fof marketing 
studies. Those invoices were paid by ESI to these companies in 
Switzerland through the normal bank account. The relevant 
amounts were returnod to Jester and deposited into the special 
bank account. 

ADJUSTMENT ON SVIT Lit. 18.142.000 ($ 31,012) 

Amount paid to ESI through a bank draft by the previous SVIT 
shareholder. It represents tho additional registration fee 
that SVIT was compelled to pay as a result of higher assessment 
on the value of the land on the island of Tronchotto purchased 
by SVIT at the very beginning. The rolevant expense was not 
reflected in the calculations of SVIT's price of shares when 
.ESI became the owner, 

McCANN REBATE Lit. 8.454.034 ( $ 14,451) 

Payment to ESI through bank draft by McCann-Erickson Italian* 
S.p.A. relevant to the part of the commission they obtained 
on tho advertising developed on behalf of our Company in excess 
of the commission granted to them by contract. 

REIMBURSEMENT FROM UNIONE PETROLIFERA 

Lit. 21.036.667 ($ 35,960) 

It refers to the reimbursement obtained in 1963 of a payment 
(Lit* 25.000.000) under tho Contribution and Membership Budget 
made in 1962 as a rocult of ConfIndustrie's intention to conduct 
an informative campaign in dofunso of private enterprise 
through newspapers. Due to tho fact that this campaign was not 
entirely developed, Lit. 23.426.133 was reimbursed of which 
Lit. 2.‘189*466 w.u; credited to SAIU’OM (being charged in 1962 
Joi ilu iJi.iMf) . u.i tint e.ii.iiictr of Lit. 21.wj6.667 (iiuing litu 
» !• : < • . i i".NI * ptid hi* tho }.'.»• i.. 1 I.. * account 

MV 
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Schedule lI(Contd.) 

14) SAVINGS BOOK DEPOSITED IHTO BANK ACCOUNT 

Lit. 390.710 (* 668) 

It refers to a savings book payabla to tho bearsr n. 9178/13 
released by Credlto Italians - Agency 21 - Milan, in the name 
of Margherite Esse, the balance of which was paid into the 
special bank account* 

13) INTEREST CREDIT/(CHANGE) Lit. 92.529.459 (I 158,170) 

This item includes the interest credited or charged by the 
bank on the special bonk Account movement, the net total 
resulting in interest charges of about Lit. 92 million. 

16) MISCELLANEOUS Lit.' 159.186.482 ($ 272,114) 

This item includes! revenue in connection with tankage rental 
(Lit. 53*455.761), money given back by Jester (Lit. 11.824.405), 
bank draft received from Sig. Bella for Estigas (Lit, 2.241.309), 
bank draft for holiday payment not cashed by Sig. Cantini, revenue 
from salo of gasoline from the service station in the building 
to EUR-SIVA (Lit. 107.890), difference between a cash payment 
end purchase of bonds (Lit. 487.100), difference between the 
total money available from tho payment through ESI regular 
bank account of tho SARAS debit note n. 330 of September 29,1969 
and the money utilised to cover Fubbliprop and IL TEMPO invoices 
* (Lit. 90.898.017). 

17) SUB-TOTAL , Lit. 17.019.717.934 (4 29,093,522) 

This line shows, by year, the total effect of the special 

budget on ESI P/L. • • 

s 

In 1970 a total amount of Lit. 250*000,000 made available from 
invoices paid under the special budget were utillzod, as told to 
Controller's by Dr. Cassaniga, for payments connected to service 
stations on autostradas. 

In view of the fact that the payments for service stations on 
autostradas were not includod under the special budget, a 'dummy* 
invoice Issued by Umberto Sacco 6 C. (Attachment Vll) was 
utilised, by charging oervico station investments, to have available 
tho above Lit, 250.000.000 to be repaid to tho special budget. 
Therefore, the Lit. 250.000.000 was statistically craditod to 
the total special budget involcos and the amount dopositod into’ 
the IU1 special bank account. 

These two transactions (credit to spocial budget invoices and 
debit for the deposit into the special bank account) are 
offsetting each other and are therefore not shown on the source 

of UVt;. 
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SCHEDULE IVa 


S!S3?ABV OF RECIPIENTS * 

i 


for details please 
Schedule lYb 


?artito Dcaocrozia Cpisticna (DC) 

• 

6.989.606.952 

11,948,046 

^artito Socle) ista Ocaocrat 1 co Ital iono 

(PSOI) 

3.018.748.000 

5,160,952 

rartito Socialists Italiano (P5I) 


728.341.500 

1,245,028 

Tartsco LiberaIc (PLl) 


'346.045.750 

591,531 

~artito Social ista ItaHano d'Ur.itd Proletarfa (PS!UP) 

41.600.000 

71,111 

!.ov;soato Scciale Italieno &Si) 


138.122.400 

236,106 

Pertito Repub!icana Italieno (PR!) • 


156.500.000 

^ -^^267,521 

Others/Unknown 


641.772.585 

1,096,344 



12.060.737.287 

20,616,639 

* i 

A 

According to political affiliation so 

far os we are avafre 

of then. 
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Best Available Copy 
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'T*?riSKT 

* SPECIAL BuDSET PAYKEKTS 
1963-1572 

(those supported by invoices) 

NOMINAL PURPOSE OF PAYMENT 
• , OR POLITICAL AFFILIATION 

SO FAR AS V/E ARE AWARE OF THEM 

LIRE 

$ 

' Sc ra ^ 

Partito Dccocrazio Cristiar.a (DC) 

2.113*100.572 

3,612,137 

* ' r "- r ’ 

Pertito Socialista Democratico 

Itaiiana (PSD!) 

2.7S9.33S.Q00* 

4,765,099 

. ;r foe. Edi trice 

Magazine "Speechio" 

33*480.000 

65,777 

:z:toriale -Latina 

Magazine "Speechio" 

18.720.000 

32,COO 


Partito Socialista Italiono (PSl) 

31.200.COO 

53.333 


DC 

4.674.034.480 

7,9S9-SC2 

*’ : cita !• Diffusion* 

Movicento Socia 1e ltcliano (MSI) 

63.180.000 

I08,CC0 

\;rsia inf or* 

PSD! 

135.CIO.OOO 

230,756 


PS! 

l66.4C0.C00 / 

284,444 


DC 

28.200.000 

48,205 


Auto Magazine 

135.200.000 

231,111 

'vc Cittadino 

DC 

22.979.900 

39,281 

*r Republicans 

Partito Republicans Staliano (PR!) 

47.S40.0C0 

81,777 

*c? Rir.novcmcnto 

Partito Corziunista Italiano (PC!) 

52.000.000 

S3,SSS 


Cor! i /Co 1 oisbo 

31-200,000 

53,333 

~ - rr. • ca Pc Icre:tana 

PR! 

108.l6C.C00 

184,858 


MSI ’ 1 . . 

34.330.400 

5S.6S4 


1 
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V •} 

KOMI HAL PIRPOSE Or PAYKEKT 

OR POLITICAL AFFILIATION 

SO FAR AS WE ARE AWARE OF THEM 


A 

URg 

s 


-PSIuP 


20.SC0.000 

35,55: 

' -:e Democrat i co 

PSDI 


S8.400.000 

151.111 


PSI 


1C.4C0.000 

17,77 : 


'Technical Kazozine" 


5C.0C0.0C0 

, 85,476 

-eta ** 

PSI 


15.6CO.OOC 

26 ,66.' 

:c*»«iCO 

PSDI 


5.0C0.C00 

S,54' 

Vices 

* 


5 .000.000 

8,54: 

: See. 

PSI 


10.4C0.C00 

17,77; 

;- 11 icno Ucane 

* 


2 .004.000 

3,42: 

: itailano 

A.C. Roasa 


25.000.0C0 

42,73: 


Bank interest 

* 

32.149.274 

54,55: 


Reporter 


1 .500.000 

2,56- 

* 

Assistant to Dr. Corzaniga 


104 .500.000 

178,631 

lozberdo 

Bank interest 


169.5I4.S04 

289,75. 

: - ria 

* 

‘ 

6.507.900 

11 ,12. 


♦ 

* 

3.059.000 

5 , 29 : 

- Tsoesrafica 1 

* 


20 .660.000 

35,31 

' r.te 1 

PSI 


_ 26.341.500 

45,02. 

•3 

PSDI 


1 .000.000 

i,70: 

* 

Chairaan of Econoaic Council 


10.330.000 ■ 

17,65: 


* 


10 .230.000 

ir 65 
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NOMINAL PURPOSE^ PAYMENT 

C-R POLITICAL AFFILIATION 

SO FAR AS WE ARE AWARE OF TMEM 

- LIRE 

$ 


DC 

1.040.000 

2,777 

*• :*.tativ« 

Pertito Libcrolc (PLl) 

96.012.750 

164,124 

one Generale 

^ : o 

PLI 

249.0C0.000 

425,641 

* JMtalia 

KSt 

2S.OSO.OOO 

4e,C00 

: e Donus 

"Technical Magazine* 

62.024.572 

106,024 

* >• Editoricle 

PSI 

21.S40.000 

37,333 

Ci tta 

Estigas Cittd 

31.200.000 

53,333 

■' 

MSI 

12.532.000 

21,422 

7 :roio w 

PSI 

119.6C0.0C0 

204,444 

•t;ra Eoderno 

DC 

36.400.0C0 

62,222 

-** crialc S« Uarco 

DC 

52.CC0.0C0 

88,833 

: : - c Lovor© 

PSI 

36.400.000 . 

62,222 


PSI 

291.200.000 

497,777 

' :> 

DC 

41.6CO.OCO 

71,111 


DC 

15.CCO.OOO 

25,641 

::a Socialista 

PSI 

20.S00.0C0 

35,553 


DC 

5.252.000 

8,977 

• :c 

Unione Italiana Liboratore (UIL) • 
(union of PSDI and PRl) 

10.000.000 

17,094 

' VO 

Partito Socialista ItaIiano 
c'Unitd rrolctaria (PSIUP) 

20.200.000 

35,555 

~ Editrice 

* 

7.500.009 

12,820 

: tnternaz* Prodeo 

University of Prodeo 

S.320.000 

U..Z22 
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NOMINAL PURPOSE br^ PAYMENT 
OR POLITICAL AFFILIATION 

SO FAR AS WE ARE AV/ARE OF THEE* LIRE 5 


PL I 
PR I 
* 

c'sst ConfIndustrie 

. Attuolita Independent 

t - See note - on Schedule II • 


1.033.000 

500.C00 

5.165.000 

10.000.000 

19.52S.135 

(250.000.000 

12.060.737.287 


1,766 

. 854 

8,829 
17,094’ 
33,381 
• (427,332) 
20,616,639 


net know these at the dote of preparation of this Schedule, 
c-cc text on "SpecieI Budget; Payments Becked by Invoices"* 
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SCHEDULE Va 


SUMMARY OF RECIPIENTS 
A-Z Account 

Lit. S 


w.zscti . 

Chairman, Milan Province (CD) 

5*000.000 

8,547 

"vrs i 

Andreotti (CD) 

3-000.000 

5,128 

ri»trasanto 

PSI 

10.CC0.C00 

17,094 

'r-bsro 

Tax Consultant 

1.500.000 

2,554 

pnedc! I i 

* 

20.000.000 

34,lSS 

^c>GCcnc 

* 

1.000.000 

1,709 

~:ctinctfi 

* 

- 1.000.CC0 

1,7C9 

■r.:sr.c!« 

* 

1.500.000 

2,354 

'resent go 

Unknown purpose 

4C.500.000 

69,230 


Assistant to President 

4.094.902.647 

• 6,999,833 

.’ieratti 

Unknown purpose 

5.5CO.OOO 

9,401 

T c o: 

Admin. Manager Pas tom 

7.500.000' 

12,820 

2? zoo 

Tax Manager 

375-COO.OOO 

641,025 

Ovdrolo** 

Sec. Management Committee 

32.600.000 

, 55,726 

’IcudI i 

See. to Rest on Board 

478.000 

817 

~crpesti 

Assist, to Const, end Oper. Manager 

3.0C0.G00 

5,128 

2 :gat: * * 

Assist, to President 

295.500.000 

505,127 

ivr.ngel isti 

Fiscal Consultant 

50.CC0.C00 

85,470 

Urknown 

Unknown purpose 

4# AAA AAA 

ix«vuv B vw 

18,803 


TOTAL 

4.958.980.647 

8,476,883. 




SPECIAL BUDGET PAYMENTS 
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SCHEDULE To 


A~* 'Ifffflffll 


1 9*6 3 


19 6 4 


19<5 1966 


19 6 7 


19 6 8 


1969 


19 7 0 


1971 


197 7 


5.COO.OOO 
3.COC.CC^ 

IC.CCC.OCO 
l.JCC.CCC 
2C.CDC.000 
l.COC.CCO 
l.COO.OCO 
1.500.000 

40.500.000 

116.0CO.OOO 170.000.000 

5.500.000 
7.500.000 

5.0C0.0C0 

5.3CO.COO 

262.000 



\ 

574.462.300 


27.3C0.C00 


11.000.COO 

54.OCO.CCO l69.SC0.000 l80.S62.0C0 6Cl.762.3CO 





711.485.088 1.397.240.864 6i0.500.000 13C.214.395] 85.000.000 30C.0C0.00 


370.CCO.OOO 


216.000 

3.000.000 


12S.5CC.0C0 140.500.000 26.500.OC 

5C.000.000 


714.701.088 1.397.24C.864 6lO.5CO.OOQ 30S.714.39S 59S.SOO.OOO 


326.500.00 


i 
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SOURCES or payt:e\ts sinun to but outside the spccmi mtocrr 
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SCHEDULE Via 


10 6 4 


102.I76.CC0 


j 9 6 5 _1 o 6 6 


• wr: s:s 
r :h*.3:s 
: *s 
:t 

c l nrzuzt 

r *::CAL 


' :*.c? s.d.a, 

CIL 


116.120.050 

124.SC0.000 


1Q67 


1 0 6 S 


19 6 9 


49.920.000 4S.30S.000 53.554.540 35.598.540 

86.60C.000 10.000.000 


72.963.S00 163.S47.COO 137.779.000 

335 . 298.017 

20.633.52S 

92.733.000 96.960.150 29S.360.000 203.994.220 199.650.000 327.05S.010 20.500.000 143.560.000 34.780.000 


26.000.000 


lOS.OOO.COO 


4.000.000 

26.COC.OOO 137.OOC.OCO 100.000.000 

t 

194.9C9.COO 337.SSC.200 4S2.5U.52S 352.302.220 4l6.244.S40 797*954.567 93.763.S00 412.407.000 172.559.000 

t 52.0CC.000 121.054.515 48.379.999 

72.010.000 157.221.265 115.648.964 

194.909.000 337.880.200 482.513.52$ 352.302.220 4l6.2U.540 797.954.567 217.773.S00 690.6S2.7S0 3 j6.5R7.963 


T C T 4 L 
4C5.5S7.13C 
595.989.S0C 
335.29S.C17 
20.633.528 
1.504.925.3SC 
U1.COO.OOO 

4.0C0.CCC 

263.0CC.CCC 

3.260.533.S5S 
221.434.514 
344.SSC.22' 
3.S26.848.59! 
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SOURCES OF PAYMENTS SIMii.AR TO PUT CUTStPH THE SPECIAL MIDGET 


1) ESI - PR PlIPOET U 405.687.130 ($693,432) 

This item Inc hides the i two 1 cos of organizations (newspaper com¬ 
panies, ogoncicr., etc.) chopped to tho- current yenr P/L undor tho 
Public Rolotion Budget during tho poriod 1964/1969. 

2) ESI - GENERAL EXPENSES L. 595.989.800 ($1,018,786) 

This Item includes invoices of orgonlzotions ns mentioned in Item 
l) which were churgod to Conors I Expenses. The payment made in 
1965 of Pubbltprop invoices for a total amount of L. 124.800.000 
($213,333) was planned initially to be charged to tho companies 
operating TAL. In fact, the payment was absorbod by ESI P/L. 

The payment made in 1966 totalling L. 86.600.000 ($148,034) mainly 
* refers to special donations mudo to various organisations in con¬ 
nection with the move of ESI's Hoad Office from Gonoa to Romo. 

Tho payments made during the poriod 1970/1972, totalling 
L. 374.589.800 ($640,324), have boon mode undor a locally approved 
budget for boohs and periodicals expenses of the Public Relation 
Department. 

3) ESI - A/C 21 PURCHASES L. 335.298.017 ($573,159) 

It refern to tho payment of SARAS debit note n. 330 of September 
19, 1969 charged to account 21 Purchases. The money available was 
utilised to pay the Pubbtiprop and II Tempo invoices for a total 
amount of L. 244.400.000 ($477,777) while tho remaining bn Ionce of 
L. 90,898,017 ($155,38$ was deposited Into the 1.6.1. Special Bank 
Account. 

4^ ESI - INVESTMENTS U 20.633.528(035,271) 

This Item refers to a charge to account 308 "Incomplete Construc¬ 
tions" as expense for technical surveys incurred during the con¬ 
struction of the pipeline from the* Trocnto refinery to the Chlvasso 
plant. A hank draft for the amount of L. 19.850.700 (L* 782.828 
referring to the turnover tax paid) was handed to Mr. G. Jostor. 



5) R AS I OH - PR ntlDCET 


U 1.504*925.300 ($2,572,522) 


Thio Item includes invoices of organiset ions charged to Resiom 
P/L under Public Rolotion Budgets opprovod by local management. 

6) RASIOM - CEKERAI. EXPENSES L. 131.000.000 ($223,932) 

It Includoo invoices of organisations of which I.. 4.000.000 
($6,830) was handed to Dr. L. §Cocco for confidential payment in 
connect ion. with the Tax Authorities' raviow of 1966 and 1967 of 
Rastom's balance shoot; end L. 10.000.000 was handod to Hr. 0. 
Jostor. 

7) LA COLUMBIA ~ GENERAL EXPENSES L. 4.000.000 ($6,838) 

It refers to o bank draft handod to Mr. 6. Jester. 

8) SARPOM - OFttERAL EXPENSES L. 263.000.000 ($449,572) 

It includes an Invoice of Momanto Sera paid in 1966 and contrl- 
but ions amounting to L. 237.000.000 ($405,128) paid in 1968/1969 
. to Confedorasiona Gonorale dell 9 Industrie. 


9) SUB-TOTAL L. 3.260.533.855 ($5,573,562) 

This is tho total amount chargod to ESI - Cons. P/t during the 
poriod 1964/1972. 

10) SARPOM - A/C TEXACO S, ».A. L. 221.434.514 ($378,521) 

11) SARPOM - A/C CIIEVROU OIL ITALIANA S.p.A. L. 344.880.229 ($589,539) 

Items 10 and 11 Include the tnvoicos of Pubbllprop, Hondo Opera Io, 
Avonti, and Momonto Sora which woro absorbed by Toxaco S.p.A. and 
Chevron Oil I tali aim S.p.A. through tho payment to SARPOM of crudo 
procossing expenses during tho poriod 1970/1972. 

12) TOTAL L. 3.826.488.590 ($6,541,622) 

Tills represents tho total amount of payments made during tho 
period 1963/1972. 
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SCHEDULE VII 


PAYMENTS SIMILAR TO BUT OUTSIPE THE SPECIAL BUDGET 



SEC ISA 

35.308.000 

60,356 

DOMUS 

304.025.000 

348,761 

AVANTI 

v 116.064.000 

198,400 

PU6BLIPROP 

816.518.963 

1,395,759 

SETI 

.. 22.726.000 

38,848 

MON DO OPERA 10 

. 233.971.780 

’399,952 

LA CONQUISTA 

15.600.000 

26,667 

LIBERA INUIATIYA 

50.000.250 

85,470 

OPEM 

153.808.000 

262,920 

AUTOMOBILE CLUB 

I 

52.600.000 

89,914 

SOCIALISMO DEMOCRATICO 

20.800.000 

35,556 

CENTRO STUDI DEL LAVORO ' 

5.000.000 

8,547 

CENTRO ITALIANO STUDI MARITTIMI 

2.000.000 

3,419 

NUOYO CinAOINO 

40.010.000 

68,393 

AUXILIUM 

LO.GOO.COO 

17.094 

ENTI LOCAL 1 VARI * 

10.000.000 

17,094 

SCUOLE 01VERSE 

10.000.000 

17,094 

MOHENTO SERA 

540.010.000 

923,094 

CONFEDERAZIONE 6ENERALE INDUfeTRU 

237.000.000 

405,128 

MONDO IIUOVO 

26.000.000 

44,444 

L'E.UROPA 

23.644.000 

40,759 

ADESSO 

24.203.200 

41,373 

11 TEMPO 

412.417.060 

704,988 

C CON CM 1A r 1 AVO s ;e 

31.200.PP0 

53,333 

• • 1 « 

;*c 

1 \ 7 % 
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SCHEDULE IV a 

for details please 
SebeduIc IYb 


SUGARY OF RECIPIENTS » 


. 


(*) 

Tort ito Desjocrorio Cristicna (DC) 

6.989.606.952 

11,948,046 

"artito Socialists Dcaocrotico Itoliono (PSD!) 

3.018.74S.OOO 

5,160,952 

"artJto Socialista ttoliano (PSl) 

728.341.500 

1,245,028 

Tart:to Liberale (PLI) 

'346.045.750 

591,531 

"art*to Social isto Italiar.: d'Unith ProJetoria (PSIUP) 

41.600.000 

71,111 

! o*/;mento See tale Italtcno 0*31) 

138.122.400 

236,106 

Pertito Republicano Itoliono (PRi) 

156.500.000 

267,521 

Ctbers/Unkncwn 

641.772.585 

1,096,344 


12.060.737.237 

20,616,639 


According to polities! affi I lotion so -far os we are aware of them. 


CO 

H-* ■ 

to 



SUMMARY OF PAYMENTS BY PARTY* 



Partlto Democrazla Crlstlana (OC) 
Partlto SocialIsta Oemocratlco Ital 
Partlto Soclallsta Itallano (PSI) 
Partlto Llberale (PLI) 

Partlto Soclallsta Itallano d'Unlta 
Movlmento Soclale Itallano (MSI) 
Partlto Republlcana Itallano (PRI) 
Partlto Communlsta Itallano (PCI) 
Union Italtana Llberatore (UIl) 



Revised 

Orlolnal 


14,387 

11.9 

lana (PSDI) 

6,029 

- 5.2 


2,201 

1.2 


1,081- 

.6 

' Proletarla 

(PSIUP) 116 # 

.1 


348 

.2 


274 

.3 


89 



17 





♦Accordlno to political affiliation as we know them. 
(Information provided by Exxon) 



314 


PROBATIVE VALUE OF NUMBERS 

Mr. Kere8ey. Mr. Chairman. In connection with these pages, I 
would like to point out that these numbers have no probative value, 
' and I would like the chairman to consider the value of publishing 
numbers of these kind when they, as we have testified, have no proba¬ 
tive value. They are just numbers that were given to us. 

Senator Church. Well, I think they do have probative value, es¬ 
pecially when the record makes clear that half of the money or more 
was jeoated and then channeled into various secret bank accounts and 
that the president of your subsidiary has represented to you that 
even the returned monev was"used for political purposes. 

£ The record makes all of this clear, and I think that the amounts, 

therefore, as conditioned and as qualified by the record do have pro¬ 
bative value. 

Secondly, the generalizations which were known to the company, 
which were supposed to govern the expenditure of funds through the 
special account, certainly have probative value. 

So I disagree. These two excerpts from the record should be made 
public at this time. 

I have no more questions. I want to thank you and I want to stress 
that this committee has no basis on which to contest the company’s 
statement that the Italian episode is not representative of the general 
practices of Exxon in connection with its business pursuits throughout 
the world. 

Thank you foryour cooperation. 

Mr. Monroe. Thank you, Mr. Chairman. 

[Whereupon, at 11:20 a.m., the subcommittee recessed subject to the 
call of the Chair.] 



POLITICAL CONTRIBUTIONS TO FOREIGN 
GOVERNMENTS 

Mobil Oil Corp. 


THURSDAY, JULY IT, 10TB 

United States Senate, 

Subcommittee on Multinational Corporations op 

the Committee on Foreign Relations, 

Washington, D.O. 

The subcommittee met, pursuant to notice, at 11:25 a.m., in room 
4221, the Dirksen Senate Office Building, Senator Frank Church 
(chairman of the subcommittee) presiding. 

Present: Senators Church, Clark, and Case. 

Senator Church. Mr. Checket, would you stand and raise your 
right hand. 

Do you swear to tell the truth, the whole truth and nothing but the 
truth, so help you God. 

Mr. Checket. I do. 

TESTIMONY OF EVERETT S. CHECKET, EXECUTIVE VICE PRESI¬ 
DENT, INTERNATIONAL DIVISION, MOBIL OIL CORP., ACCOM¬ 
PANIED BY GEOROE A. BIRRELL, GENERAL COUNSEL OP MOBIL 

Senator Church. Mr. Checket, I understand that you have a pre¬ 
pared statement? 

Mr. Checket. Yes, sir. 

Senator Church. Would you please read it ? 

Mr. Checket. My name is Everett S. Checket. I am an executive vice 

? resident of the International Division of Mobil Oil Corp. in New 
'ork, and am accompanied by George A. Birrell, general counsel 
of Mobil. Before assuming my present position, 1 month ago, I was 
regional vice president in London with immediate responsibility for 
Mobil’s business in Europe including Italy. 

POLITICAL CONTRIBUTIONS IN ITALY 

I understand this subcommittee is attempting to determine whether 
U.S. Government action is necessary or appropriate in relation to 
corporate political contributions overseas. You have asked A Mobil 
representative to appear before you today to discuss this subject as 
it pertains to Italy. 1 would hope my statement today will answer 
many of the questions in which the subcommittee and its staff have 
indicated an interest. 


(31#) 



The Italian situation first came to my attention in early 1974, after 
the newspapers reported that an investigation had been initiated by 
the public authorities into certain matters related to oil company con¬ 
tributions to political parties. I had then just assumed the -position 
of regional vice president-for Mobil in London with responsibilities 
which included Italy. I immediately initiated an investigation of the 
situation in Italy, and the factual picture I will present is based 
primarily on that investigation. It does not reflect firsthand, personal 
involvement on my part during the course of these developments 
because I was elsewhere in the company when these events occurred. 
The two individuals who immediately preceded me as regional vice 
presidents in London-during this period have since retired from the 
company to accept other positions, which is the reason I, rather than 
either or them, am here today. 


Mobil oil mum 

During the late 1960’s, the management of Mobil Oil Italiana, our 
wholly owned subsidiary which does business in Italy, received sug¬ 
gestions from time to time from petroleum industry trade association 
personnel, that it would be in order for Mobil Oil Italiana to join the 
industry in extending financial support to the leading democratic 
political parties in Italy. As you know, in Italy it is lawful for cor¬ 
porations to extend financial support to political parties. 

Prior to 1970, MOI management elected not to participate in the 
suggested contributions. In 1970, the general manager of Mobil Oil 
Italiana reached a decision that his company’s best interests would 
be served by changing this policy and extending financial support to 
the major non-Communist Italian parties. He sought the approval of 
the Mobil regional vice president, located in London, who in turn 
reviewed the matter with international division management in New 
York. On the understanding that such contributions were lawful and 
not unusual in Italy, agreement in principle was given and contribu¬ 
tions commenced thereafter in 1970. A new general manager of Mobil 
Oil Italiana was appointed in early 1972 and continued the practice 
established by his predecessor of making contributions to the political 
parties for another year. Accordingly, during 1970 and in each of the 
next 3 years, up through 1973, Mobil Oil Italiana made financial con¬ 
tributions to the major political parties of the center-left coalition 
government—namely, the Christian Democrat, the Social Democrat, 
and the Socialist parties. The amount of these contributions averaged 
$634,000 per year over the 4-year period. 

THE ROLE OF UNIONS PETROLIFERA 

The general pattern was that the president of the trade association, 
the Unione Petrolifera, received advice from the political parties as 
to the level of support they deemed appropriate from the petroleum 
industry. He or his staff would then advise each company, including 
Mobil Oil Italiana, of the portion of this total which would be appro¬ 
priate for that company. 

All such contributions by Mobil were made from Mobil’s normal 
business accounts, by company check or bank remittance. These con¬ 
tributions were not paid from any secret fund and did not involve 
any out-of-country financial transactions. 
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Senator Church. May I ask at this point whether they were carried 
on Mobil’s books as political contributions ? 

Mr. Checket. They were not. 

Senator Church. They were not ? 

How were they carried on Mobil’s books ? 

FALSIFICATION OF RECORDS 

Mr. Checket. They were carried in various ways depending upon 
the invoice or receipt as either advertising expenses or research, gen¬ 
erally those categories. 

Senator Church. In other words, Mobil falsified the record ? 

Mr. Checket. The record- 

Senator Church. The records were false ? 

Mr. Checket. The records showed entries for those purposes 
which- 

Senator Church. That were false ? 

Mr. Checket. It could be construed as false. 

Senator Church. Can be construed as false ? 

Mr. Checket. That is right. 

Senator Church. I do not know how you can construe it any other 
way. It is a common pattern. Falsification of the record has been 
apparent to this subcommittee in the course of its investigation of 
big companies. 

Mr. Checket. At the request of Mobil Oil Italiana, invoices or 
receipts were received to document the contributions. All the con¬ 
tributions were recorded on MOI’s books of account. As a matter of 
fact, because of this Mobil requirement for documentation by written 
invoices, Mobil Oil Italiana incurred a 4-percent turnover tax with 
respect to most of the contributions. This tax expired at 1972 year- 
end. The amount of that tax was duly paid by Mobil Oil Italiana. The 
figure I mentioned earlier does not include this additional tax paid 
by Mobil. 

MOI had no reason to doubt the authenticity of these invoices and 
receipts. In one instance, however, MOI subsequently learned that a 
party representative has been accused in an Italian criminal proceed¬ 
ing of diverting to his own use funds which had been contributed by 
Mobil in good faith to the political party. 

CONTRIBUTIONS TIED TO GOVERNMENTAL LEGISLATION 

I shall turn now to the main question you have raised with us. That 
is whether Mobil’s contributions were tied to specific governmental 
legislation. This same question was very much on our minds when we 
initiated our investigation—particularly because of suggestions in the 
press that petroleum compauy contributions in Italy had been related 
to specific legislation. Three particular subjects have achieved 
prominence. 

THE SUEZ SUBSIDY 

The first is the so-called Suez subsidy, adopted by the Italian Par¬ 
liament in 1907 to offset added transportation costs'arising out of the 
Suez Canal closing. This action was taken to avoid increasing prices 
to consumers for purposes of allowing recovery of these unavoidable 
costs. 


50-120—70-21 
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THE MANUFACTURING TAX 

Second, effective in May 1971, by action of the Italian Parliament, 
the manufacturing tax on petroleum products was reduced, again 
reflecting a decision by the Government to select an alternative to 
consumer price increases under its price control laws. 

REMITTANCE OF EXCISE TAX OF PETROLEUM PRODUCTS 

The third is the so-called deferred remittance of excise taxes on 
petroleum products. Until March 1968, each refinery company had 
been required to remit the tax at the time the product left the 
refinery—obviously well before the time the tax could do collected from 
the refiner's customers. In March 1968, the Italian Government modi¬ 
fied this requirement to permit refiners to remit the tax within 30 
days after delivery from the refinery, and such remittance could be 
deferred for an additional 60 days if the company paid interest during 
such additional 60-day period. 

TIMESPAN OF ACTIONS 

Of the above items, the Suez subsidy and the deferment of tax 
remittances were actions taken by the Government more than 2 full 
years before MOI made any contribution to a political party. The 
so-called defiscalization was promulgated during the period MOI was 
making contributions, but it hardly seems to fit the description of a 
special favor for Mobil. To the contrary, that action was considered 
unfair by MOI in not allowing full recovery of its cost increases 
despite many applications for relief to the Italian authorities. 

THE PURPOSE OF THE CONTRIBUTIONS 

I am aware of reports that the foregoing governmental measures 
may have been referred to in Italy by various persons, including 
personnel of the Unione Petrolifera, as being associated with political 
contributions by petroleum companies. However, I was assured by 
our general manager that whatever characterizations may have been 
applied by others, this did not reflect any agreement or understanding 
on his part and did not. constitute the basis on which the manage¬ 
ment of MOI decided to and in fact did make contributions to the 
political parties.- 

Senator Church. What was the purpose of making the contribu¬ 
tions if it was not to secure favorable treatment for the petroleum 
industry. 

Mr. Checket. As stated to me by the general managers of MOI, 
the purpose of the contributions was to, m their view at that time, 
in furtherance to support the democratic process of government. 

concealment of payments 

Senator Church. Then why did you conceal it on your books? 

That is a very good and laudable purpose. Why conceal it on your 
books? 
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Mr. Cheoket. My information is that the only reason for entering 
the items on the hooks at that time, that this was at the request of 
the political parties and was the custom for entering such items in 
Italy. 

TAX BENEFITS 

Senator Church. Yesterday^ in the testimony that was given to us 
by Exxon representatives, their own auditors pointed out that con¬ 
tributions which were made on the books but large parts of which 
were then secretly rebated, were carried in that form in order to secure 
tax benefits. 

Was this not also the case with Mobil? 

Mr. Cheoket. No, sir; that is not the reason why the entries were 
made in the books, not the stated purpose of political contributions. 

I might say the agencies who issued the receipts were recognized 
agencies of the political parties and insofar as internally within the 
company, within MOI, while they were on the books, as other tyjpes 
of expenses, they were considered by the management as being political 
contributions, and not as anything else. 

Senator Church. Were they claimed as deductions on your tax 
returns to either the Italian Government or to the American Govern¬ 
ment? Were they claimed as business expenses and thus deductible for 
purposes of either the tax paid to the Italian Government or the 
American Government? 

Mr. Cheoket. Insofar as the Italian Government is concerned, I 
have not examined the tax returns in detail. I can assume that they 
were taken as a tax deduction. However, our financial situation— 

Senator Church. They were taken as a tax deduction ? 

Mr. Ciiecket. I assume that they were as a business expense. 

Senator Church. As a business expense ? 

Mr. Ciiecket. I can say, sir, based upon the financial results of our 
Italian operation, that whether or not they had been or had not been 
would not have effected our taxpayments as we had losses during this- 
period well in excess of the return. 

Insofar as the United States is concerned- 

u.s. tax impact 

Senator Church. I was going to ask the second part;. 

Mr. Ciiecket. There was no effect on U.S. tax returns. There were- 
no dividends paid, and the Italian subsidiary has not consolidated its 
results. Therefore, the losses in the Italian subsidiary were not reflected' 
in the U.S. tax returns. 

Senator Church. Well, the reason then that it had no impact on 
U.S. taxes was because the Italian subsidiary of the company was not 
earning money. Is that what you were saying, and, therefore, owed no 
tax, or dividends were not being returned to the United States and,, 
therefore, the subsidiary or the parent company owed no tax- 

Mr. Cheoket. That is correct. . 

Senator Church. To the Government of the United States? 

Mr. Cheoket. That is correct. 

Senator Church. Thank you. 



FINDINGS OF MOBIL’s INVESTIGATION 

Mr. Ciiecket. I want to emphasize that MOI management co¬ 
operated fully in our investigation, and there were no indications of 
misuse of company funds. 

That investigation confirmed to our satisfaction that the actions 
of Mobil Oil Italiana in making contributions to political parties in 
Italy were lawful there. I am also advised that there is no question 
of their legality in relation to the laws of the United States. The 
decisions were taken by MOI management for what I judge to be 
a valid and proper reason—namely the judgment that it was important 
for Mobil to support the democratic political process in Italy. 

FALSIFICATION OF RECORDS AND ITALIAN LAW 

Senator Church. Is the falsification of records in accordance with 
the laws of Italy ? 

Mr. Ciiecket. No, sir ; if we are looking in retrospect it is not Mobil’s 
policy to record entries in our books of accounts in other than a factual 
manner and- 

Senator Church. You have already testified that this was not the 
case insofar as the political contributions are concerned and they 
were not carried as such but carried as other kinds of expenses. 

Mr. Ciiecket. That is correct, sir, and- 

Senator Church. Is that in accordance with the laws of Italy? 

Mr. Ciiecket. I do not know- 

Senator Church. I think we can almost take judicial notice that 
falsification of record is contrary to the laws of all countries I know 
about. A corporation operates under a public charter. Falsification of 
its records clearly would be a violation' of American law, and unless 
you can present some evidence to the contrary, the committee can take 
judicial notice it would be a violation of the Italian law. 

Mr. Ciiecket. I have no evidence to the contrary. 

AUTHORIZATION OF CONTRIBUTIONS 

Individual contributions were authorized by the general manager 
of Mobil Oil Italiana following consultations with the Mobil regional 
vice president in London. This was in accordance with our internal 
expenditure control procedures* and reflects the concept of decen¬ 
tralization under which we do business. Fundamentally, in our view 
each operating affiliate has its own mind and management, with re¬ 
sponsibility for the conduct of operations in a particular country. In 
a particular country, Mobil management within that country tries to 
deal with its business problems as a good citizen of that country and 
within the parameters of the country’s laws and customs. 

THE EXECUTIVE COMMITTEE AND POLITICAL CONTRIBUTIONS 

In this connection, by reason of the publicity given to the subject 
of political contributions, and its obvious sensitivity worldwide, the 
executive committee of our board of directors has recently instituted 
a new practice. Mobil affiliate managers have been requested to obtain 
the concurrence of the executive committee of Mobil Oil Corp. before 
committing to make any political contribution. 
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LEGALITY OF CORPORATE CONTRIBUTIONS 

Mobil Oil Corporation as a U.S.-based company has a delicate bal¬ 
ancing act to perform. On the one hand, the parent corporation must 
take every step necessary to assure that its activities are consistent 
with the applicable laws and policies of the United States. It does not 
follow, however, that every legal requirement of the United States 
achieves status as a standard to be applied throughout the world. The 
subject of corporate contributions to the political process is a case in 

S oint. Our Congress has determined that these are illegal in the United 
tates. However, in many countries including Italy, corporate con¬ 
tributions to the political process are perfectly legal and are considered 
ethically proper as well. In fact, the Italian Parliament as recently as 
< May 1974, has adopted a statute which expressly reconfirms the legal¬ 
ity of such contributions Tiy corporations where they are approved by 
the local company’s board of directors and recorded on the company 
books. This law requires that such contributions be disclosed in the 
corporation’s annual financial statements which are filed with the Ital¬ 
ian authorities and are a matter of public record, and that they be pub¬ 
licly disclosed by the political party as well. 

Senator Chuhoii. Let us look at that because it really answers the 
question you were unable to answer a few minutes ago. 

From your own statement, referring to the present Italian law, you 
testify that the Italian Parliament as recently as May 1974 has adopted 
a statute which expressly reconfirms the legality of such contributions 
by corporations where they are approved bv the local company’s board 
of directors and recorded on the company’s cooks. 

DISCLOSURE UNDER ITALIAN LAW 

Mr. Ciiecket. That requirement is effective asoLMay, 1974, the ap¬ 
proval of the board of directors and publicly disclosed. 

Senator Church. This law in 1974 also imposes an obligation to dis¬ 
close those contributions publicly, does it not ? 

Mr. Checket. Yes, they are to be publicly disclosed by the political 
party as well as in our financial statement. 

Senator Church. But the company has an obligation under Italian 
law to make the disclosure ? 

Mr. Ciiecket. That is correct. 

Senator Church. You testified a moment ago that Mobil affiliate 
managers have been requested to obtain the concurrence of the execu¬ 
tive committee of Mobil Oil Corp. before being permitted to make any 
political contributions. . 

I take it by that that the practice of making political contributions 
, has not been stopped but that it requires the concurrence of the Mobil 
affiliate, concurrence of the executive committee of the Mobil Oil Corp., 
is that correct? 

Mr. Checket. That is correct. 

Senator Church. Under the new practice of the company? 

Mr. Checket. Yes. 

You have asked us to express a view as to what action the U.S. 
Government might wisely take in this area. We at Mobil believe that 
something in the area of disclosure would be both appropriate and sal¬ 
utary. Disclosure as to political contributions seems to be the develop- 



ing trend in various countries. It is, I am informed, a requirement of 
English and German law with respect to corporate political contribu¬ 
tions. Under recent legislation in Canada, and, as I mentioned, in Italy, 
I understand disclosure of corporate political contributions is now re¬ 
quired. In some cases the requirement is disclosure by the recipient po¬ 
litical party or candidate. In some cases it is the requirement of dis¬ 
closure by the donor corporation. Disclosure has, or course, been the 
rule for Federal elections in the United States ever since 1972, al¬ 
though this law flatly prohibits contributions by corporations. 

So far the requirements in the countries I have mentioned deal only 
with disclosure of contributions in the country concerned. None, I un¬ 
derstand, deal with contributions elsewhere. Nevertheless, action by the 
United States which would affect companies doing business abroad and 
their activities in other countries would not be inconsistent with this 
developing pattern. It could be helpful in dealing with requests for 
political contributions. 

Formulating an appropriate disclosure formula will require care¬ 
ful study of many considerations, but we think a reasonable and effec¬ 
tive requirement should 'be possible. We understand the Securities and 
Exchange Commission is currently giving this matter in-depth consid¬ 
eration, and contemplates a release in the not too distant future for¬ 
mulating some form of appropriate disclosure requirement. The SEC 
is, of course; uniquely well qualified to formulate an appropriate dis¬ 
closure requirement. We at Mobil would welcome such action. 

COMPLIANCE WITH THE LAW 

After 27 years in the international business world, I am persuaded 
that the first test for any multinational corporation such as ours, and 
its affiliated companies, is that it must be a good citizen in each country 
where it does business. First and foremost, this requires strict compli¬ 
ance with the laws of each country. I can assure you that Mobil man¬ 
agers of our international operations have this requirement very clear¬ 
ly in mind. 

I believe that covers the main points. I would now be happy to re¬ 
spond to any of your questions. 

Thank you. 

RECOMMENDATION OP DISCLOSURE 

Senator Church. Thank you very much for your statement, Mr. 
Checket, and for the recommendation that you made with respect to 
disclosure. 

In line with that recommendation and the propriety of disclosure, 
has the Mobil company made political contributions in other countries 
besides Italy between 1970 and 1975 ? 

CANADIAN CONTRIBUTIONS 

Mr. Checket. Yes, the corporation did make political contributions 
in Canada. 

Senator Church. In Canada? 

Mr. Checket. Yes. 

Senator Church. In any other country besides Italy and Canada? 

Mr. Checket. To the best of my knowledge, no, sir. 
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AMOUNTS CONTRIBUTED IN ITALT 

Senator Church. Now, the contributions the company made in Italy 
averaged a little more than $500,000 a year, did it not ? 

Mr. Checket. Yes. 

Senator Church. We are told that in 1970, $111,000 was contributed 
to the Socialist Party; $104,000 was contributed to the Christian Dem¬ 
ocratic Party: in 1971, $554,000 was contributed to the Socialist 
Party: $103,000 was to the Campaign Region Coalition Parties; and 
$253,000 to the Christian Democratic Party. 

In 1972. $415,000 was contributed to the Christian Democratic Party 
and $497,000 was contributed to the Social Democratic Party. 

In 1978 the contributions fall'off very sharply—$33,000 went to the 
Unione Petrolifera and $5,000 to Shell Italians. Those do not appear 
to be political parties. 


IDENTIFICATION OF TRADE ASSOCIATIONS 


Can you teHus, can youidenttfy what Unione Petrolifera and Shell 


r»Tn ft] #Tti * W': Ti [vV’i 


Mr. Checket. Yes. The Unione Petrolifera in the amount of $33,000 
was an amount of interest. We included it in this compilation. There 
was a contribution made, the so-called ENEL contribution in Italy 
whioh was committed by the then president of the Unione Petrolifera, 
the trade association and paid to the political party through the Na¬ 


tional Electricity Co., called ENI. The president of the trade associa¬ 
tion without pnor advice to any member entered into an overdraft 
agreement with a bank to borrow the money and incurred an interest 
expense. 

Senator Church. Let me understand this. The Unione Petrolifera is 
a trade association? 

Mr. Checket. Yes. 


Senator Church. Who belongs to it? 

Mr. Checket. The various petroleum companies operating in Italy. 

Senator Church. Are these foreign-owned petroleum companies or 
both foreign-owned and Italian-owned? 

Mr. Checket. Both foreign-owned and Italian. 

Senator Church. Both foreign-owned and Italian ? 

Mr. Checket. Yes. 

Senator Church. This association, as I understand your testimony, 
borrowed money from Italian banks in order to make contributions 
on behalf of the oil industry ? 


THE ROLE OF MR. CAZZANIOA 

Mr. Checket. Yes. The president of the trade association, Mr. Caz- 
zaniga, on his own arranged a borrowing. 

Senator Church. This was Mr. Cazzaniga ? 

Mr. Checket. Yes. He at the same time as president of Exxon 
Italians was president of the Unione Petrolifera. 

Senator Church. And he borrowed the money and then assessed it 
to the various oil companies their part of the obligation, the part they 
would have to pay in to repay the loan from the bank ? 

- Mr. Checket. Subsequently in 1972, at an annual meeting of the 
association Mr. Cazzaniga informed the membership as to what had 
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occurred and stated that the association was required to repay the 
overdraft that he had taken in the name of the association and that 
otherwise the association would be bankrupt and asked the member 
companies to reimburse or put the association in funds with which 
to repay the bank overdraft, and the $33,000 reflected here- 

companies’ role in repayment op loan 

Senator Church. It did not happen once. It happened at least on 
two different occasions, is that correct, that the various companies 
were assessed for purposes of repaying the loan that the association 
had obtained ? 

Mr. Checket. It was only the one time. There was a question of 
the allocation of to what portion each company would be assessed 
in straightening it out, and this resulted in the revision of the first 
number that was different even to MOI .and the additional amounts 
to be paid. 

Senator Church. So we have the full understanding of the par¬ 
ticular transaction, and I am reading from a report of your general 
counsel, Mr. Shepard, to you, Mr. Checket on page 2 or that report, 
your counsel states that: 

Mobil Oil Italians deposited $33,000 to the Italcasse Bank account of tlie 
UP to pay interest costs Incurred by UP on a bank loan for the purpose of 
making political contributions to the parties through ENEL discussed below. 
This amount was not a direct political contribution by MOI, Mobil Oil, but 
we have included it in the total since It was effectively Mobil Oil cost directly 
related to such contributions. This item is documented by Mobil Oil's normal 
bank account records. 

Then item 3: 

Mobil Oil deposited $5,000 to the bank account of Shell Italians In response 
to revised recommendations from UP as to the respective amounts that Shell 
and Mobil Oil should contribute to the political parties. 

Again the documentation is Mobil Oil's normal bank account records. No doubt 
has been raised that this amount had been contributed by Shell to one of the 
established political parties. 

Then at the bottom of that page there appears to be still another 
deposit: 

In April or May of 1072 Mobil Oil was requested to deposit funds to the 
account of UP to enable it to repay a bank loan which had been Incurred by 
the trade association to make the political contributions through ENEL. 

Now reading these three together we assume that there may have 
been two different loans. Clearly you made at least two different 
deposits to pay- 

Mr. Checket. That is correct. 

Senator Church (continuing). Mobil Oil’s part? 

Mr. Checket. That is right. But the reference at the bottom of the 
page refers to the same one as the top of the page. 

THE *5,000 PAYMENT TO SHELL’S ACCOUNT 

Senator Church. Now, if you had underpaid on your assessed polit¬ 
ical contributions, why did y >u deposit $5,000 in Shell’s account rather 
than pay it directly to either UP or the political party. 
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, Mr. Checket. As I understand it, sir, after the assessments were 
made there was a recalculation or readjustment wherein it was deter¬ 
mined that Shell had paid $5,000. The equivalent of $5,000 too much 
and since they had already disbursed it I am informed that they 
asked us to make the money payable direct to the Shell Co. 

ASSESSMENT OF PAYMENTS TO TRADE ASSOCIATION 

Senator Church. So what we really have here is an entire industry 
that has entered into an arrangement through its trade association 
to make contributions for political purposes and each company is in 
effect assessed, each itself calculated how much each company should 
pay and Shell and Mobil paid its part? 

<£ Mr. Checket. Yes, in this case, as I mentioned before, the incurring 
of the debt was without the prior knowledge of any of the member 
companies and decision to pay the money at this point was to really 
save the association from going bankrupt. This was the only occasion 
that that type of incident occurred. 

Senator Church. The association was empowered to borrow money 
for making political contributions on behalf of the oil companies so it 
then could come to the companies and say each company now pay 
so much of this to repay the loan? That must have been known to the 
oil companies or at least obviously was acceptable to them when 
they were presented with the bill ? 

Mr. Checket. No, sir, it is my information that the arrangements 
for the loan were done solely at the instance of the then president 
of the association without prior reference to any of the companies and 
their first advice as to these payments was at the annual meeting in 
1072 of the association at which time the president advised the com¬ 
panies of his past actions. 

the basis for the assessment 

Senator Church. What was the basis of the assessment that was 
agreed upon? Was that assessment based on the market share of each 
company in Italy? 

Mr. Checket. I am not aware of exactly the means or the basis 
as to how the allocation was made. 

Senator Church. You are not able to answer the question ? 

Mr. Checket. Yes. 

mr. lehmann’s testimony 

Senator Church. Well, we are advised that the head of Mobil 
Italians, Mr. Lehmann, in testimony he has given, has indicated that 
1 some of the payments made by Mobil, which you have characterized 
as contributions to political parties in Italy, were related to the advan¬ 
tages derived by certain Government decrees or legislation. 

Are you aware of this ? 

Mr. Checket. No, sir, I am not aware of it. I believe that is not 
quite correct, sir. 

Senator Church. Would you then state the case as you understand 
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Mr. Checket. As I understand the situation, sir- 

Senator Church. Pardon me. 

Mr. Checket. As I understand the situation, sir, Mr. Lehmann in 
his testimony before the Parliamentary Commission took the stance 
that his contributions to the political parties were not tied in any way 
insofar as Mobil was concerned to any legislative act or grants by the 
Government. 

BENEFITS TO MOBIL AND THE INDUSTRY 

Senator Church. You have been very careful in your answers, and 
you should be careful to say that contributions not related in any 
way to benefits to Mobil were received. 

Can you under oath make the same statement with respect to benefits 
that may have been received by the oil industry generally in Italy? 

Mr. Checket. I am sorry, sir, I am not in any position to speak for 
the rest of the industiy. 

Senator 'Church. Y ou cannot speak for the balance ? 

Mr. Checket. No, sir. 

mr. leiiman’s testimony before parliamentary commission 

Senator Case. Y ou referred to a Mr. Lehmann, was it ? 

Mr. Checket. Mr. Lehmann. 

Senator Case. Who testified before a Parliamentary Commission ? 

Mr. Checket. In Italy. 

Senator Case. And said that the Mobil contributions to the 
Socialists had not been made or used for the purpose of obtaining 
particular favors from the Government ? 

Mr. Checket. That is correct. 

Senator Case. Did he say that with respect to all of the contributors 
to this? 

Mr. Checket. He was only speaking on behalf of his own company. 

Senator- Case. I see. 


PAYMENTS THROUGH ENEL 

Senator Church. Is it not true that some of the payments that were 
made to political paties were funneled through ENEL, the Italian 
electric utility company. 

Mr. Checket. That is the payments that we have just been talking 
about were connected to the overdraft that was done by the president 
of the association on his own behalf. 

Senator Church. Why was this done ? Why were the payments made 
through such a channel? 

Mr. Checket. I have no explanation for it, sir, as to why-the 
president of the association chose this route to make contributions. 

Senator Church. Well, is it not true that the size of those contribu¬ 
tions related to the deliveries Mobil makes to ENEL? 

Mr. Checket. In Mr. Lehmann’s statement he did indicate that 
that might be the basis.for the assessment. 

I might say, sir, in connection with the reimbursement to-the ITnione 
Petrolifera, with the exception of the interest we did receive a receipt 
from the designated agencv of the oolitical partv for our share of tne 
moneys that were raid to the political rarties through ENEL. 



827 


Senator Case. It is getting pretty close to payment for business, 
is it not, if the contribution is based upon the amount of oil you 
sell to a State-owned business! 

Mr. Cheokbt. With the exception the money was not retained 
by ENEL. 

Senator Case. If it were retained by ENEL then you could say 
it was commission or something on business actually done and it 
would be more understandable; but when the money is turned over to 
the political parties of the country on the basis of the amount of State 
business that is done by your company, it seems to me that is getting a 
little different than just making a contribution for the purpose of 
maintaining a democratic system in Italy. 

mobil’s knowledge of payments 

Mr. Cheoket. Sir, this was after the fact insofar as we were con¬ 
cerned on those contributions. I said the president of the association 
made the commitment and affected the payments without the knowl¬ 
edge of members, the other members of the association, certainly in- 
cludingMobil. 

Senator Case. But there came a time when you did ? 

Mr. Checket. Yes. 

Senator Case. There came a time when you did know the payments 
wore made to the political parties ? 

Mr. Cheoket. That is correct. 

Senator Case. There came a time you did know that the amount 
of the payment that you were assessed for, and the assessment accepted 
by you, was based upon the amount of your sale of fuel to this State- 
owned electric company ? 

Mr. Cheoket. It was indicated in Mr. Lehmann’s testimony that 
this was a possible means of the. allocation. I cannot say for certain 
hero that it was exactly based on the deliveries. 

Senator Case. Did anybody in the company know how the assess¬ 
ments for the several participants, you and the other oil companies, 
were computed at the time they were made ? 

Mr. Cheoket. At the time the contributions were made, sir? 

Senator Case. Yes. 

Mr. Cheoket. If I understand the question, sir, the payments-were 
made prior to our knowledge that any payments had been made and 
no payments were made to the ENEL account subsequent to the advice 
to the’ members of the association that the overdraft was due and had 
to be reimbursed to the bank. 

Senator Case. That is not quite the points When did you learn this? 

Mr. Cheoket. In 1972, sir. 

mobil’s acceptance of assessment 

Senator Case. You accepted the amount that you were assessed by 
the association? 

Mr. Cheoket. Yes. I do not know how much discussion went on 
among the parties as to the > allocation but. we did finally accept an 
amount of moneythat was paid, yes. v r 

Senator Case. Did representatives of your company know how. that 
was calculated? 
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Mr. Checket. I am not certain, I cannot sav with certainty that 
they knew exactly how the amount was calculated. 

Senator Case. I mean in a general way. 

Mr. Ciiecket. The only statement in that regard was in Mr. 
Lehmann’s. 

Senator Case. What did you find out from the company source, not 
something that your man told the public inquiry—I am talking about 
your actual knowledge, or the knowledge that has come to you through 
company sources? 

Mir. Checket. I have no other knowledge through company sources 
as to how it was allocated. 

Senator Case. Was this not inquired into by the company? 

✓ Mr. Checket. We inquired- 

Senator Case. Did the company outside of the Italian manager 
know that these payments were made? 

Mr. Checket. I understand, sir. that the question of ENEL pay¬ 
ments and the request for reimbursement were advised to the then 
regional vi.s president in London. 

Senator Case. In Italy? 

Mr. Checket. In London. 

informing mobil’s central office 

Senator Case. And was any of that knowledge transmitted to the 
New York office or to the central office, wherever it is. 

Mr. Checket. Not to the best of my knowledge. 

Senator Case. I see. Was it regarded as important? 

Mr. Checket. I do not know what was in the regional vice presi¬ 
dent’s mind. 

Senator Case. But you do know, you do not know, nobody can know 
a negative fact, but as far as you know the central office had no knowl¬ 
edge of this whole transaction. 

Mr. Checket. That is correct. 

Senator Case. Or any payments made in respect of to political 
parties in Italy? 

Mr. Checket. No, sir. In my testimony I did say that in 1970, when 
the general manager of Mobil Oil Italians- 

Senator Case. General manager what? 

Mr. Checket. General manager of Mobil Oil Italians, the subsid- 
„ iary in Italy, decided to reverse the -stance that he had taken there¬ 
tofore and recommended political contributions, this was advised to 
the regional vice president and was discussed with the division man¬ 
agement in New York prior to the commencement of making it—- 

Senator Case. Where does the division manager stand in New York, 
* stand with regulation to the management of the company? 

THE NUMBER OF MOBIL VICE PRESIDENTS AND ACCOUNTABILITY 

Mr. Checket. The executive vice president of the division, to whom 
it was initially reported, is a vice president of the corporation. 

Senator Case. How many vice presidents of this rank do you have? 

Mr. Checket. I am not certain of the exact number. Perhaps- 

Senator Case. Perhaps a general figure of about 60? 
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Mr. Checket. No, sir. 

Senator Case. What? 

Mr. Checket. No, sir. There could be possibly 10 or 12. 

Senator Case. He would report to whom? 

Mr. Checket. He would report to the divisional president who 
would be an executive vice president and director of the corporation. 

Senator Case. Where would that executive vice president stand 
in relation to the management of the company in the whole manage- 
- ment picture? 

Mr. Checket. He would be one of the senior executives, top execu¬ 
tives of the corporation. 

Senator Case. How much up the line would information like this 
get? Somebody in New York, the regional vice president, was told 
£ tliis by the man in London? Would it end there? 

Mr. Checket. For clarity, the general manager reports to the 
regional vice president based in London, and in 1970, the regional vice 
president informed the division management in New York as to 
the- 

Senator Case. Policy? 

Mr. Checket. Policy and obtained concurrence of the division 
management on the basis that the political contributions were lawful 
in Italy and for the reasons expressed obtained understanding that 
they could proceed. 

Senator Chcbch. In other words, this was known and authorized 
all the way up to the top of the company? 

Mr. Checket. Of the division, yes. 

Senator Case. That is what I am trying to get at. Was this ex¬ 
pressed in a document? 

Mr. Checket. No, sir. 

Senator Case. What was in the mind of the man who made the 
decision—how did it then come to your knowledge that it was done, 
because it was an illegal matter. 

Mr. Checket. No, sir, he based his decision on the fact and on the 
advice that such payments were lawful in Italy. 

Senator Case. How do you know that he did that ? 

Mr. Checket. I was informed. 

Senator Case. By whom ? 

Mr. Checket. By the individual concerned. 

- Senator Case. Is he still around ? \ 

Mr. Checket. Yes. 

Senator Case. What is his present position ? 

Mr. Checket. He is the president of the division today. 

Senator Case. He has been promoted ? 

Mr. Checket. Yes. [Laughter.] 

Senator Case. Now, did he tell you that he- 

Mr. Checket. Pardon. 

Senator Case. Did he tell you whether he had consulted his su¬ 
periors on this important matter ? 

Mr. Checket. He told me he had so advised his superiors. 

Senator Case. Did he say who was the person that he advised ? 

Mr. Checket. Yes; the division president. 

Senator Case. Did you talk with the division president? 

Mr. Checket. No, sir. 
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Senator Case. Is he around still ? 

Mr. Checker He has retired. 

Senator Case. But he is living ? 

Mr. Checker Oh, yes. 

Senator Case. And able to talk to—— 

Mr. Checker I have not talked with the division president, then 
division president. 

Senator Case. You do not know whether he did or did not then tell 
his superiors?' 

Mr. Checker No, sir I do not. 

Senator Chukoh. So what we have here, to recapitulate, then I 
want to turn to Senator Clark who has some questions—yesterday we 
learned that Exxon over a period of 10 years, through its Italian 
subsidiary contributed somewhere between $45 and $60 million to 
political parties in Italy, much of which was misappropriated, rebated, 
under records that were falsified. 

Today we learn that Mobil, another company with a subsidiary in 
Italy, contributed on the average of half a million a year, which was 
authorized by the company under records which were falsified. 

We further learn that an association to which all of the companies 
belonged borrowed money for purposes of making political contribu¬ 
tions, and then in order to repay that money made assessments against 
its membership, the companies. 

We further learn through Mr. Lehmann’s testimony that the alloca¬ 
tion was based upon the amount of oil the companies sold to the Italian 
electric utility company. The Italian electric utility, ENEL, is Govern¬ 
ment owned. It is a Government utility that is deciding whether to 
build oil plants for generating electricity or nuclear plants, and decid¬ 
ing what kind of fuel to use. This government-owned utility can either 
favor oil nr adopt some other policy less to'the favor of oil. 

When it comes to the repayment of the association’s borrowing for 
making political payments to the parties of Italy, and the interest that 
accrued on that loan, we find that money was channeled through ENEL 
and that the amount each company pays is based upon how much each 
company sold to ENEL. . 

It does not come as any great surprise to me, with this kind of opera¬ 
tion in Italy, that the Communists scored such gains in the last elec¬ 
tions, the major issue being corruption. We have just got to find a way 
to put a stop to this epidemic of corruption, if we are not going to do 
ourselves in. 

MONET TO ITALIAN POLTTIOIANS 


Do you have any reason to believe that any of the contributions made 
were pocketed by Italian politicians? . 

Mr. Checker Only with one exception, sir, that I mentioned in my 

testimony. Other than that- 

Senator Chuboh. You know of one case ? 

Mr. Checker One case. , , , , 

Senator Chtjboh. Where the money was actually pocketed by an 

Italian politician? , . ... . . 

Mr. Checker Yes; at least he has been accused in the courts, sir. 
Senator Chuboh. He has been accused of having pocketed the 
money? 
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Mr. Checjkbt. Yes. 

Senator Church. Otherwise, it is your belief that the money did in 
fact go to these various political parties that I have named? 

Mr. Checket. Yes. 

CLARIFICATION OF BOOK ENTRIES 

Mr. Chairman, Mr. Birrell would like to make a clarifying state¬ 
ment on the legality of the book entries, if you would so permit? 

Sonator Church. Certainly. 

Mr. Birrell. Mr. Chairman, I would like respectfully to differ with 
your characterization of the book entries as being thoroughly unlawful 
- under Italian law. 

The applicable law at that time related to the balance sheet and 
profit and loss statements of an Italian company. We are advised that 
entries on the books of the company would be unlawful and improper 
if they were entered in a manner which defrauded or deceived some¬ 
body. In this case, to our knowledge, at least, nobody has either been 
defrauded or deceived. 

Senator Church. Wait a minute. 

Mr. Birrell. Certainly internally. 

Senator Church. I don’t understand that. I don’t understand that. 

First of all- 

Mr. Birrell. May I finish ? 

Senator Church. Well, yes, please explain why nobody has been 
deceived by entries which are false. 

Mr. Birrell. I believe I can explain that to you. We have already 
indicated to you that we secured invoices or receipts from agencies of 
tlie political parties involved. In every case but one, those are clearly- 
rccognized creatures of the particular political party to whom the 
contribution went. Those receipts were accepted because that was all 
the political party would give us. Anybody in Italy who looked at 
those entries would know that there was a connection between that 
agency and the political party to whom the political contribution went. 

Therefore, since nobody was defrauded or deceived, I don’t believe 
that there was any violation of Italian law. 

Let me emphasize that these weren’t book entries which were totally 
fictitious thnt stated a transaction that was totally unrelated to the 
full transaction which occurred. 

Thank you. 

a lawyer’s argument 

Senator Church. Thank you. As one lawyer to another, let me say 
with all respect that is an argument that only a lawyer could make, 
because when you put in the books that was money that was spent for 
one purpose when in fact it was spent for another, I think that has 
the tendency to mislead people who read the books. 

Mr. Birrell. Even if nobody was deceived in any way ? 

Senator Church. Whether or not that was a violation of Italian law, 

I will leave to you. The ethics of the matter are pretty clear. 

Mr. Birrell. You say that even though nobody was deceived by it? 

Senator Church. The political parties that received^ the money 
weren’t deceived, they knew what was going on. Italian politicians 
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may have known what was going on, but there is sufficient concern 
as to the propriety of what was going on that is now the subject of a 
major legislative inquiry, a major parliamentary inquiry in Italy 
today. 

Senator Church. Senator Clark. 

Senator Clark. Just a few questions, Mr. Chairman, of a very 
general nature, Mr. Checket. 

REASONS FOR FALSIFYING THE RECORD 

Why did you in fact falsify the records with regard to your 
Italian contributions? Who did you wish to deceive, since that word 
has been used ? Why were they not simply recorded in an open way 
as you would if you contributed to an American party? Why did you 
do that ? 

Mr. Checket. It’s my understanding, Senator, that entries were 
made as such at the request of the political parties. 

Senator Clark. You falsified the records because the political par¬ 
ties requested it? 

Mr. Checket. They were reflected in the manner they were because 
they did request it; yes, sir. 

Senator Clark. Now, why do you suppose that was the case? Did 
you ever examine that or do you just do what a political party asks 
you to do in such cases? You as a responsible corporate official must 
nave made a decision as to when you were going to cooperate with the 
political party or not. Why did you decide to do that ? 

Mr. Checket. Since I was not involved in the decision- 

Senator Clark. Your company that you represent here today? 

Mr. Checket. My information from the general manager is that 
this was the custom being followed in Italy on such contributions 
and that he merely followed the custom that was then in effect. 

THE STOCKHOLDERS* INTERE8T 

Senator Clark. But you weren’t simply following custom. I should 
think as a corporation you were clearly making a decision to do this 
in accordance with that custom in the interest of your shareholders, 
as I assume. You were not as interested in preserving the customs of 
Italian politics as you are in preserving your stockholders’ interest 
when you agree to that decision, are you not ? 

Mr.' Checket. That is correct. 

Senator Clark. So it was a decision made on behalf of the stock¬ 
holders to keep this secret? That was the ultimate purpose for it? 

Mr. Checket. No, sir. 

* Senator Clark. What was the ultimate purpose of keeping it secret 

or falsifying the records ? 

ITALIAN CUSTOMS 

ilr. Checket. The decision by the general manager in Italy to 
record the entries on the books, it was his decision at that time in 
accordance with the custom in Italy. In our case we did not try to 
keep it a secret. It has always been considered by them as political 
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contributions and that is why we have acknowledged them as political 
contributions irrespective of the manner in which they were recorded 
on the books. 

PROMOTING DEMOCRACY 

Senator Clark. You have said throughout and very consistently 
your sole purpose of these contributions was in the interest of pro¬ 
moting democratic government in Italy. Why could the democratic 
government in Italy oe better served by having kept this secret? I have 
said falsify or deceived. If you prefer surreptitiously recording them. 
Why would democracy be better preserved under those circumstances, 
in yourjudgment ? 

3lr. Checket. Senator, in my judgment—— 

Senator Clark. I can’t quite hear. 

Mr. Checket. In my judgment they are not better preserved by 
-recording them as they were recorded. 

Senator Clark. Do you think the management of your company 
was wrong in having done that in that way ? You don’t think democ¬ 
racy was better preserved for having recorded them in this way. 

Mr. Checket. That is correct, democratic process was not. 

Senator Clark. I’m sorry. 

Mr. Checket. I was repeating the democratic process was not better 
served. 

Senator Clark. There are about 150 countries in the world. You 
have testified you made contributions for the preservation of democ¬ 
racy in only two of these. Why those two? Why Canada and Italy 
as distinguished from others? There are many countries in which 
corporations can make contributions. Why is it limited to those two, 
as you underst and it? 

Mr. Checket. As I understand it, sir, we were requested for con¬ 
tributions. We consciously did it because of the opinion of the man¬ 
ager in Italy at the time under the circumstances at the time. In other 
countries I cannot speak for each general manager. I can say from 
my own experience that the occasion never arose in the form of govern¬ 
ment in those countries that we were ever requested nor did we ever 
think it was necessary for the corporation to make political contri¬ 
butions. 

Senator Clark. Well, you are saying that, it s your testimony, that 
political parties in other countries did not approach j r our company 
or corporation and ask them for political contributions ? 

Mr. Checket. I cannot say that they did not. 

Senator Clark. To your knowledge ? 

Mr. Checket. To my knowledge they did not. 

+ PRESERVING DEMOCRACY VS. GETTING FAVORS 

Senator Clark. Well now, just follow through a little more on this 
question of preserving democracy, because it isn’t just a question of 
your use of this term but when in fact that was the motivation as 
distinguished from the motivation of trying to get favors. That is the 
real quest ion. 

Xow, if we think about that, why in fact you were interested in 
preserving democracy in this way, the question arises as to why you 

59-120—76-22 
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were not solicited for money prior to your first contribution. You 
startedyour contributions in 1970 ? 

Mr. Checket. Ycsl sir. 

Senator Clark. Were you not solicited before that ? 

Mr. Checket. There were suggestions made to the management of 
the company prior to that, yes, sir. 

Senator Clark. And you didn’t do it then ? 

Mr. Checket. No, sir. 

SenatorCLARK. Why not? Why did you decide— 

Mr. Checket. The general manager at that time in the period prior 
to 1970 did not feel it was necessary to do so. 

Senator Clark. Democracy was not as much in danger in the pre- 
1970 period? 

Mr. Checket. I cannot say for certain on his mental processes at 
that time but it was as he assessed the situation in 1970 in Italy. 

Senator Clark. From the point of view of preserving democratic 
government exclusively ? 

Mr. Checket. According to his advice to myself, yes sir. 

Senator Clark. So your contributions were limited to 4 years, as 
I understand it. 

Mr. Checket. Yes, sir. 

Senator Clark. Those were the only years in which your company 
took that kind of interest in preserving democracy in Italy, from 1970 
to 1974? 

OIL SOLD TO ENEL 

Senator Church. May I just say that the interest apparently was 
measured on the basis of how much oil was sold to ENEL. That deter¬ 
mined the amount of the contribution. 

Senator Clark. Let me put a proposition to you and ask you to 
comment on it in that regard. 

ACCUSATIONS BY ITALIAN AUTHORITIES 

Mobil is one of 15 oil companies in Italy that is accused, as the 
Chairman said, I believe, by Italian judicial authorities for having 
bought favorable legislation with political contributions. Isn’t that 
true ? 

Mr. Checket, In the recent investigation in Italy on the subject of 
political contributions, yes, sir. * 

Senator Clark. The favors allegedly bought include Government 
policy of favoring fuel oil powerplants over atomic plants. And this 
of course is connected with what Chairman Church was talking about, 
ENEL, and payment for that policy is said to have been made by the 
companies to Italcasse Bank on account of Unione Petrolifera which 
in turn reimbursed Telcona for advances made to the political parties. 

What is your reaction to that allegation ? 

Mr. Checket. Well sir, as I said before, and I do not agree with 
Senator Church’s last statement that it was measured by the sales to 
ENEL. But as testified before, the contributions through the ENEL 
vehicle or ENEL system were made by the then president of the trade 
association without the prior knowledge, certainly of Mobil Oil Ital- 
iana, and to the best of our knowledge any other member of the trade 
association. It has no connection with any favors that may or may not 
have been granted. 
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WHY PAYMENT WAS MADE 

Senator Church. Then why did you pay it if it’s all done without 
the knowledge and authority of the companies ? Why did the com¬ 
panies divvy up, according to allocation which we are told was based 
upon the amount of oil sola to ENEL ? 

Mr. Checket. The only reason that was given for reimbursing that 
the president of the association has placed the association in a situa¬ 
tion where it was about to go bankrupt and decision was whether or 
not to permit the association to default on the overdraft which he had 
taken out in the name of the association.— " 

Senator Church. Well, why didn’t you let it go broke? If your 
testimony is to be credible, the companies had no knowledge after 
the fact and were told they had to repay a large amount of money, 
and it was going to be allocated among them on the basis of the oil it 
sold to the Italian Government. Why did you put up with such a 
scheme? 

Mr. Checket. Well- 

Senator Church. If you didn’t recognize what was going on and 
the fact it had been making for 5 years a half a million dollars worth 
of political contributions through Mobil itself and other companies. 
Obviously you were doing the same thing. So when your association 
comes to you and says we have got an overdraft, and we borrowed 
the money to make advanced payments, it was all a pattern. You 
immediately said OK, we will divvy up our shares. 

That is the only way one can interpret the facts. 

Mr. Checket. First, it’s a matter of correctness in the amounts. The 
ENEL payments were not in addition to the $504,000, they were a 
part of tne $504,000. 

Senator Church. Very well. It makes no difference. 

Mr. Checket. And certainly the manager at that time of Mobil 
Italiana did not believe it to be in the best interests for the trade asso¬ 
ciation to go bankrupt. 

Mr. Blum. Are you still members of that trade association ? 

Mr. Checket. Yes, sir, we are.- 

THE PRESIDENT’S AUTHORITY 

Mr. Blum. Has the president’s authority been cut back somewhat? 

Mr. Checket. I would assume so, sir. 

Mr. Blum. Can you say that with certainty ? 

Mr. Checket. No further transactions to the best of our knowledge 
have been made in this regard. There is a new president of the 
association. 

Senator Clark. In that connection, the authority, of course, occurs 
if you were not aware of where these contributions were going and 
not aware of the fact that they were going to ENEL, which I believe 
may well have had some affect on the Government’s decision to go to 
fuel oil rather than atomic power. Maybe^you can throw some light 
on that. But it raises the question!f there were no quid pro quos, how 
did your company evaluate the requests as they came in? How did 
you know how much to give? How did you decide when this would 
be a good idea or a bad idea, when it was too much or too little, when 
you were assessed? What was the criteria used? Did you irrespon¬ 
sibly say we will do whatever they ask of us? What criteria did 
you use ? 
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TESTIMONY OF GENERAL, MANAGER OF MOBIL, ITALIAN A 
BEFORE PARLIAMENTARY COMMISSION 

Mr. Checket. The general manager of Mobil Italiana, as he has so 
testified before the Parliamentary Commission, reviewed the amounts 
and decided as to whether or not they seemed appropriate. 

Senator Clark. Appropriate in what sense, the democratic preser¬ 
vation or what sense ? 

Mr. Checket. Yes; in accordance with the size of our company, 
I suppose, and the share of whatever political contributions. 

Mrs. Lewis. Did he review the contributions of other companies? 

Mr. Ciiecket. To the best of my knowledge he did not. 

Mrs. Lewis. Was information provided to him as to how much other 
(jj companies contributed ? 

Mr. Ciiecket. To the best of my knowledge, no. 

Senator Clark. Well, in fact, hasn't Mr. Lehmann said something 
to the effect that, or testified something to the effect that various con¬ 
tributions were affected on the basis of the deliveries to ENEL? 

Mr. Checket, Again, for clarification, sir, the ENEL payments were 
, the reimbursement through the bank of the overdraft that had been 
incurred on behalf of the association by the then president of the 
association. 

Senator Clark. But it was linked to deliveries ? 

Mr. Checket. According to the testimony of Mr. Lehmann there’s 
indication that it might have been related to deliveries. I do not- 

Senator Clark. You sav Mr.- 

Mr. Checket. I do not know for certain that is the way the allocation 
was made for the reimbursement of the bank overdraft. 

Senator Clark. Do you agree that Mr. Lehmann may have testified 
there was a connection between deliveries and the contributions? 

Mr. Ciiecket. That is correct. 

Senator Clark. Would you identify Mr. Lehmann again for the 
record ? 

Mr. Checket. Mr. Lehmann is general manager <pf Mobil Oil 
Italiana. 

Senator Clark. General Manager of Mobil Oil Italiana? 

Mr. Checket. Yes, sir. 

Senator Clark. Do you agree with that testimony? Do you find 
any problem with that ? 

Mr. Checket. Sir, it’s a question, (a) as to when it was proper to 
reimburse the trade association for the overdraft. 

Now, there would be many ways once that decision was taken to 
bail out the trade association so it can meet its monetary obligations. 
There could be many ways in which an assessment could be put upon 
the members and I’m not prepared to judge what would be the best 
^ method at that time to have affected this reimbursement of the 

overdraft. 

Senator Clark. If it was linked in the case how do we know it 
wasn’t in others? 

how payments were made 

Mr. Checket. In the other instances, sir, the payments of the 
political contributions to the political parties were made directly 
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by Mobil Oil Italiana to the designated agency of the political party 
and for which we obtained invoices and receipts. 

Senator Clark. Were any sums contributed on behalf of another oil 
company in Italy, for example, Shell ? 

THE SHELL REIMBURSEMENT 

Mr. Ciiecket. They were not contributed on behalf of Shell. The 
Shell $5,000 reimbursement was part of the settlement in the calcula¬ 
tion of the repayment of the overdraft. 

Senator Clark. So it was made in connection rather than on behalf 
of. 

Mr. Checket. That is correct. 

Senator Clark. And why was this done again ? Just so we are clear 
on that, why did you make it in connection with Shell ? 

Mr. Ciiecket. That was a payment to Shell, sir. That was a payment 
made by Mobil Italiana to Shell Oil Italiana and this was in the final 
settlement in the allocation of the repayment of the overdraft that we 
have mentioned before, sir. 

MOBIL'S PURCHASE OF ARAL 

Senator Clark. Can you briefly explain to me the history of Mobil's 
purchase of the interests of ARAL in Italy ? 

Mr. Ciiecket. ARAL is a German based retail marketing company 
with some foreign operations outside of Germany. They had a rela¬ 
tively small network in Italy and had decided that the situation was 
such that they would like to dispose of their assets and Mobil acquired 
their assets in Italy. 

Senator Clark. Do you have any knowledge or understanding that 
they may have made payments to the Italian parties ? 

Mr. Ciiecket. The only reference that I have seen to ARAL in 
payments was on Mr. Lehmann s testimony. 

authorization of payment 

Senator Clark. Now, as I understand it, the major contributions 
were authorized by Mr. Lehmann who arrived in Italy in 1972 and 
became Resident of Mobil Oil Italiana. He arrived in April and began 
authorizing payments in June. Can it be supposed that Mr. Lehmann, 
who didn’t even speak Italian, was following a policy which had 
already been established within Mobil Italiana when he arrived? 

Mr. Ciiecket. Mr. Lehmann assumed the position of head of Mobil 
Oil Italiana in April. He arrived there sometime prior to that for a 
turnover period. 

Mr. Lenmann is an experienced manager in the Mobil system and 
to the best of my knowledge he made his decision on his own account. 

Senator Clark. He never participated in any kind of decision with 
regard to political contributions in France on behalf of Mobil Oil? 


mobil’s investigation 


Mr, Checket. To the best of my knowledge, that is correct. 

Mr. Blum. Mr. Checket, who made the investigation for these politi¬ 
cal contributions on behalf of Mobil management? Was that your 
investigation? 

Mr. Checket. Yes, sir, I sent my legal counsel in London to Borne 
to conduct the investigation, and had discussions with the general 
manager. 

Mr. Blum. Did you ever receive a written report of that 
investigation? 

Mr. Checket. At that time I did not receive a written report. We 
have recently received a'document which has been turned over to 
the staff. 

Mr. Blum. Now, I asked that because in every other case of political 
contributions with which we have dealt, when the facts became known 
to senior management audit teams were sent out, verifications were 
done, systematic audits were done, and written reports were furnished 
to top management. Apparently, from your testimony that was not 
the case in Mobil’s situation. 

Why was there no written report, so to speak, with respect to this? 

Mr. Checket. In our particular situation we have no indication 
and no indication of any misuse of company funds as may have been 
the situation in other companies and at this point we had advice 
that they were legal contributions and at that time this was the sole 
basis of the investigation which was then being commenced by the 
Parliamentary Commission in Italy. 

Mr. Blum. Were any written reports submitted to your board of 
directors? 

Mr. Checket. Not to the best of my knowledge. 

Mr. Blum. Were there any queries in writing from the board with 
respect to what had occurred? Did the board send written directives 
to anyone in the company with respect to what had occurred ? 

Mr. Checket. Not to my knowledge. 

DECISION TO CHANGE PROCEDURE IN ITALY 

Mrs. Lewis. Then on what basis was the decision taken to change 
the procedure in Italy and to cease making political contributions? 

Mr. Checket. I’m sorry, I thought the question addressed bv coun¬ 
sel was with regard to the investigation subsequent to the Parlia¬ 
mentary Commission. 

Mrs. Lewis. Can you perhaps give me some idea of why it was that 
the decision to make political contributions was subsequently made 

what level of management that decision was made and why? 

Mr. Ciiecket. There was no decision by management to rescind 
making political contributions. 

Mrs. Lewis. But they are not being made. 

Mr. Chbcket. They have not been made since 1976. 

Mrs. Lewis. There must have been a decision. 

Mr. Checket. This was a local management decision not to make any 
further political contributions. 
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Mrs. Lewis. So it is local management deciding this with all sorts 
of mayhem going on around it, deciding on its own that these con¬ 
tributions shoula stop. 

Mr. Checket. I’m not quite clear what you mean by the mayhem 
and other thingsgoing on. 

Mrs. Lewis. The change of Italian law. The Parliamentary Com¬ 
mission, the tribunals aU over Italy, for example. 

Mr. Checket. This did not have anything that you characterize 
as mayhem. I’m not certain there is a relationship between cessation 
of political contributions and the situation as you describe it. 

Mrs. Lewis. No connection? 

Mr. Checket. I’m not aware of any direct connection in the manner 
that you have described. 

Senator Clark [presiding]. At this point I would like to put an 
additional document from the Office of General Counsel of Mobil in 
the record. 

[The information referred to follows:] 

Morn. Oil Cobp., 

.Office of Oekebal Counsel, 

July 14,1073. 

[Dictated by telephone 1 

Documentation of MOI Political Contributions in Italy 

You have asked me to describe the documentation received by Mobil Oil 
Italians to evidence its contributions to political parties, reconfirming this 
aspect of my earlier verbal reports to you of the on-the-spot investigation con¬ 
ducted in Italy at various times since early 1974. As you know, this investigation 
included my personal review of pertinent documents in Rome. 

As previously reported, the aggregate contributions made by MOI to national 
political parties during the four years 1970 through 1978 amounted to $1,984,000. 
These contributions were to the Socialist Party, the Christian Democrat Party 
and the Social Democrat Party, 

In the case of each such contribution, a written invoice or receipt was received 
by MOI, issued by one of the following listed party entitles which was designated 
to receive the contribution and issue such documentation: 

Socialist Party—Mondo Operaio (official monthly magazine of the Socialist 
Party); Studio 70 SEE (publishing/advertising company of the Socialist 
Party); and Avanti (official newspaper of the Socialist Party). 

Christian Democrat Party—Publi Prop SPA (press and public relations agency 
of the Christian Democrat Party). 

Social Democrat Party—Umanlta (official newspaper of the Social Democrat 
Party). 

In addition to the above contributions to national political parties, there were 
the following during the same four-year period as to which the documentation 
was as indicated: 

(1) A contribution of $168,000 was directed by MOI to the Compania Region 
Coalition Parties. This item was documented by a receipt from Sud Express, 
designated by the regional representative of the Socialist Party as the press 
agency of the Compania Region Coalition Parties. 

(2) MOI deposited $88,000 to the Italcasse bank account of the Unione 
Petrolifera, to pay interest costs incurred by Unione Petrolifera on a bank loan 
for the purpose of making political contributions to the parties through ENEL 
(discussed below). This amount was not a direct political contribution by 
MOI, but we have included it in the total since it was, effectively, an MOI cost 
directly related to such contributions. This item is documented by MOl’s normal 
bank account records. 

(8) MOI deposited $5,000 to the bank account of Shell Italiana, in response 
to revised recommendations from Unione Petrolifera as to the respective amounts 
that Shell and MOI should contribute to the political parties. Again, the docn- 
mentation Is MOl’s normal bank account records. Xo doubt has been raised that 



this amount had been contributed by Shell to one of the established political 
parties. 

One contribution (Included in the above totals of contributions to national 
political parties) deserves special comment, and that Is the so-called ENEL 
matter which has received much confusing treatment In the press. It appears that 
sometime prior to April 1972. the president of the Unione Petrolifera committed 
the trade association to contribute a substantial amount to the political parties 
by remitting sums through ENEL, the state-owned electricity authority. (So far 
a8 we have been able to determine—and contrary to press reports—these 
amounts were not retained by ENEL but, rather, were transmitted on to the 
parties.) This action was taken by the Unione Petrolifera president without 
any prior concurrence by or advice to MOL In April or May 1972, MOI was 
requested to deposit funds to the account of Unione Petrolifera, to enable it 
to repay a bank loan which had been incurred by the trade association to make 
the political contributions through ENEL. Bather than allow the trade, associa¬ 
tion to default on that loan and go bankrupt, MOI deposited to the bank account 
of Unione Petrolifera an amount of $96,000. MOI was advised that this amount 
had been remitted by the Unione Petrolifera through ENEL as a political party 
contribution, and as documentation MOI received a written receipt from Publl 
Prop, a designated entity of the Christian Democrat Party (described above). 

Each of the invoices and receipts received by MOI attracted a tax known in 
Italy ns the “IGE Tax”, in the amount of 4 % of the contribution evidenced 
thereby, which was duly remitted by MOI. 

In summary, my review of the pertinent documents confirms that a written 
invoice/receipt was received by MOI for each and every contribution, from a 
designated entity of a recognized political party, except only the relatively small 
amounts of $38,000 (Unione Petrolifera interest cost contribution) and $5,000 
(Shell adjustment) mentioned above. 

W. R..Shepard. 

Senator Clark. If there are no further questions. 

Mr. Birrell. May I- 

Senator Clark. Yes. 

Mr. Birrell [continuing], address myself to that. I’m not sure to 
which document you are referring. But if it’s to a document which is 
dated this week from Walter Shepard, it was my understanding that 
we had an agreement that that would not be released until he had 
been able to verify its accuracy. 

Senator Clark. If there is some question about it, it won’t go in 
the record at this point. 

Mr. Blum. To be precisely clear, the explanation given to us was 
dictated by telephone from London. We are awaiting confirmation 
from London so the precise accuracy of that is correct. 

Mr. Birrell. That is correct. 

Mr. Blum. And you will inform us as soon as possible. 

Mr. Birrell. That is right. 

Mr. Blum. About the accuracy of that. 

Mr. Birrell. Yes, sir. It’s my understanding, Senator, that the 

E ress already has the document. I respectfully request that an attempt 
? made to retrieve it. 

Senator Clark. The press will he so advised* 

The hearing is adjourned. 

[Whereupon, at 12:50 p.m., the subcommittee recessed subject to 
the call of the Chair.] 



POLITICAL CONTRIBUTIONS TO FOREIGN 
GOVERNMENTS 

Lockheed Corp. 


FRIDAY, SEPTEMBER 12, 1975 

United States Senate, 

Subcommittee on Multinational Corporations 

op the Committee on Foreign Relations, 

Washington, D.C. 

The subcommittee met, pursuant to notice, at 10:05 a.m., in room 
4221, Dirksen Senate Office Building, Senator Frank Church (chair¬ 
man of the subcommittee) presiding. 

Present: Senators Church, Case, Percy, and Biden. 

Senator Church. The hearing will please come to order. 

OPENING STATEMENT OP SENATOR CHURCH 

The Subcommittee on Multinational Corporations is today continu¬ 
ing its public inquiry into the corporate practice of promoting sales 
abroad by funnel ing money to foreign government officials through 
large agents’ fees or direct political contribut ions. 

As was the case with Northrop, today’s hearing with representatives 
of the Lockheed Corp. will focus primarily on the sale of military air¬ 
craft. The subcommittee does have under consideration the question of 
whether to look into the alleged payment of bribes in connection with 
the sale of wide-bodied commercial planes. 

But bribery and influence peddling in the sale of arms is of particu¬ 
lar concern because of the potentially serious consequences for U.S. 
security interests and localise the United States as the single largest 
arms exporter in the world has a special responsibility to try to elimi¬ 
nate sucli practices. 

In conjunction with today’s hearing, certain documents* which relate 
to Lockheed sales in. Indonesia, Iran, Saudi Arabia, and the Philip- 

E ines haver been released to provide a representative sample of what is, 
y the company’s own admission, a worldwide practice of paying “kick- 
backs” to foreign officials to promote sales. 

I must say based on what the committee has heard to date not only 
with respect to this company but to a number of other large American 
companies, that the bribes and the payoffs associated with doing busi¬ 
ness abroad represent a pattern of crookedness that would make, in 
terms of its scojie and magnitude, crookedness in politics look like a 
Sunday school picnic by comparison. 


•See appendix, p. 933. 
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That ought to concern this country, the business community, and the 
Government; something has to be done about it. 

What was merely implicit in the Northrop documents released by 
the subcommittee in an earlier hearing is most explicit in the Lockheed 
documents; that is, that foreign agents or consultants are hired not for 
their local expertise or their technical knowledge but for their connec¬ 
tions in influential Government circles, and they are paid huge fees on 
this not for services rendered, but so that a part or most of these fees 
can be passed on as bribes or kickbacks to foreign officials. 

Indeed, fn Indonesia, Lockheed did away with the fiction of a mid¬ 
dleman altogether and paid its agents’ fees directly to a group of mili¬ 
tary officers. 

* As it is the purpose of this inquiry to lay bare the facts, without 

entailing the United States in embarrassing revelations that could- 
undercut our foreign policy position with foreign governments, the 
names of foreign government officials who might be directly or indi¬ 
rectly implicated in these documents have been deleted. 

The practices are damaging enough. Without weakening our own 
ties with foreign governments in connection with the pursuit of Amer¬ 
ican foreign policy objections—even without these names, the docu¬ 
ments speak for themselves and clearly expose the agent’s practice for 
what it is. 

OPENING COMMENTS OF OTHER MEMBERS OF THE SUBCOMMITTEE 

I believe that other members of the committee have requested an 
opportunity to make a short preliminary statement. Senator Case, do 
you care to make an opening statement 1 

SENATOR CA8E 

Senator Case. No, I think the matter speaks for itself. I would be 
happy to yield to my colleague. 

Senator Church. Senator Percy ? 

COMMENTS OF SENATOR FERCT 

Senator Perct. Mr. Chairman and Senator Case, the seriousness of 
these hearings, I think, was brought to my mind as I visited the two 
Communist countries this year on behalf of this committee, both the 
Soviet Union and China. We see in those societies a pretext of elimi¬ 
nation of corruption which has an appeal to people. 

We have seen it in South Vietnam where a society under a presumed 
democratic form of government became rotten and corrupt mid fell by 
the way in that it was not supported by its own people. C ommunism 
has another form of corruption—it corrupts the very mind and the soul, 
but the pretext of getting rid of corruption which gets down to people, 
they have developed a technique of somehow getting this idea across, 
and I look upon this as one of the great challenges that the free world 
and the free economic system today faces. 

This morning’s hearings are an outgrowth of this subcommittee’s. 
previous hearings on the sales practices of the Northrop Corp. In the 
Northrop documents there was repeated reference to the necessity of 
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duplicating the sales structure of Lockheed. The documents released 
today by the subcommittee confirm the corrosive and corrupt nature of 
these practices. 

While these practices cannot be condoned nor excused, there also 
must be some balance in how we the public view Lockheed’s activities. 
First, respectfully, Lockheed is not tne sole practitioner of these sales 
tactics. There have been numerous firms before this subcommittee 
admitting similar practices, and their testimony indicates that bribes, 
paybacks, and under-the-table deals are a way of life in many aspects 
of international business. 

I must say that having dealt with a multinational corporation for 
many years, and dealt directly with its overseas business, 1 don’t think 
we were even a nation before these practices were invented by other 
nations, other societies, long before we ever entered the. business com¬ 
munity, and I sometimes think we are quite amateurish at the way 
we go about it compared with the skill and dexterity which is used 
by foreign companies to gain business. 

So that in bringing this out, I hope no one would be so naive to feel 
that this is a challenge just to American business. American business 
entered a business climate abroad that existed long before we got there 
and the practices that were established were practices that were 
invented by companies in countries other than the Ifnited States. 

Regretfully in some instances we have gone along with it. 

Second, it is clear from the documents that Lockheed in most 
instances was told that if it wished business there were certain realities 
that it must face. The documents reveal that in at least two cases, and 
it must be remembered that these documents are not all inclusive, 
legitimate concern is voiced about the ethical nature of these sales 
practices and in one case the management actually resisted the pressure 
brought upon them to engage in such practices and expressed deep 
concern about what effect it would have on the company if they 
engaged in those practices. 

I think in utter fairness that fact should be brought out. Third, as 
many of the firms who have come before us have mentioned, the 
political systems and value structures of other nations are different— 
the whole structure, political, social, and economic, in the 138 countries 
or more in which they do business. 

However, one statement does ring true across these hearings and that 
was made by the Exxon Corp. It was contained in a corporate directive 
and said that there was no nation in the world where honesty was not 
respected. In my own dealings abroad in my business career I found 
this to be true. 

I also found overall that American business honesty is one of the 
great assets our country has in promoting business abroad. 

Corruptive business practices may bring short-run profits, but they 
eventually lead to ruin because in the end success is determined by the 
quality of product sold and the value of the services rendered. 

Many times these practices engaged in with one regime in a country 
get the company in bad with the next regime that follows. 

I am a firm believer in private enterprise and the competitive system. 
By its nature the system is secretive in some respects, and patents, pro¬ 
duction techniques, manufacturing prices, new ideas, and so forth, are 



all of value to a competitor. The system must have a right to privacy if 
it is to work. 

However, when this right is abused, when it is used to hide practices 
that corrode the very system it is designed to protect and foster, then ' 
I deem it in the greater public good that these practices be exposed to 
the light of public criticism and those responsible bear the burden of 
public defense. 

There are a number of issues in the Lockheed case that are especially 
disturbing. Lockheed is a company that lives only by the grace of 
Congress. It has been deemed that it is in the national interest that it 
survive. However, in these documents we find it trying to influence 
and even subvert U.S. Government military sales objectives abroad. 

More disturbing is the use of U.S. embassies abroad to support its 
corrupt sales practices. While I have been a major advocate of State 
Department support for U.S. business interest abroad, this is not what 
I had in mind. 

I would hope. Mr. Chairman, that today's hearings can cast some 
light on the relationship between Lockheed and U.S. Government 
agencies working abroad. I also think that it would be productive to 
have both the Department of State and the Department of Defense 
appear before us to explain the policies of their departments on this 
issue. . 

We as a Government can hold no double standard. The sun must 
shine equally on all of us. 

Thank you, Mr. Chairman. 

VIEWS OP SENATOR CHURCH 

Senator" Church. Thank you very much, Senator Percy. As I lis¬ 
tened to your remarks, I could not help but think that although there 
are many corrupt governments in this world, there are not many heads 
of state that condone corruption. If it were to become known to them 
that whatever the practices of foreign companies might be in the way 
of bribes and payoffs, which after all these hearings will show, are 
incorporated in the cost of the sale; and thus have substantially en¬ 
larged the price of the product to the governments. If it were widely 
known that American companies did not engage in these operations, 
and did not fold millions and millions of dollars into the cost in order 
to pay the Government officials that might be taking the bribes, then 
nothing would be of greater boon to American companies. The notion 
that American companies must do it because foreign companies do it. 
seems to me to be not only morally wrong but exceedingly shortsighted. 

If we accomplish nothing more in these hearings than to write leg¬ 
islation that makes it known to the heads of state all over the world, 
whatever the foreign companies may do in building up sales with their . 
payoffs and their bribes American companies don’t do it, I can’t think 
of a greater single stimulant to sales by American companies. 

VIEWS OF SENATOR PERCY 

Senator Percy. I think, Mr. Chairman, the point should be made 
that in my own judgment a vast majority of Americans and American 
companies do not engage and do not have to engage in these practices. 

I was in charge oi international business for our company for many 



years, and I publicly challenge anyone anyplace in the world in the 100 
companies we dealt with to bring any single instance we had to obtain 
business by paying money. 

We were told we had to do it in certain countries, particularly Asia. 
We refused to do it. Somehow we managed to struggle along and grow, 
and I think most of my competitors did—some o± P them did not—but 
I speak from a practical standpoint. 

I don't think it is good practice. I think we can take our ground, and 
I hope we are all going to stand together now and I think some of the 
companies that appeared before us have been extraordinarily helpful 
in revealing the facts, then saying what the Government and* what we 
can do to help them take a position they really wanted to, and I see 
evidence in these documents that Lockheed management was concerned 
about some of these practices and wondered whether they should really 
continue them and worry about what effect it would have and is having. 

Senator Church. Mr. Haughton, who is the chairman of the board 
of Lockheed Corp., Mr. William Cowden, and Mr. Ned Ridings, the 
sales representatives of Lockheed, are here to testify today. Would you 
gentlemen please stand and take the oath ? 

SWEARING OF WITNESSES 

Do you swear that all of the testimony you will give in these pro¬ 
ceedings will be the truth, the whole truth,"and nothing but the truth, 
so help you God ? 

Mr. iLvuGHTON. I do. 

Mr. Ridings. I do. 

Mr. Cowden. I do. 

Senator Church. Mr. Haughton, I understand you have a prepared 
statement you would like to read at this time and t invite you to do so 

TESTIMONY OF D; J. HAUGHTON, CHAIRMAN OF THE BOARD, THE 

LOCKHEED CORP., ACCOMPANIED BY WILLIAM COWDEN AND 

NED RIDINGS, SALES REPRESENTATIVES, LOCKHEED CORP., AND 

ROGER CLARK, ROGERS & WELLS, COUNSEL 

Mr. Haughton. Mr. Chairman and members of the subcommittee, 
for more than 3 months, Lockheed has been subjected to a most inten¬ 
sive investigation of its conduct in foreign sales, starting with this 
commitee and the Securities and Exchange Commission. Then the in¬ 
quiries were broadened to include investigations by another Senate 
committee, the Emergency Loan Guarantee Board, and several other 
Government agencies. 

In connection with these inquiries, we have made numerous state¬ 
ments, both publicly and privately, on different occasions explaining 
Lockheed’s position. Under these circumstances, it has been possible 
to obtain full coverage of our position. 

Therefore, with your permission, I would like at the outset to give a 
summary of this position to serve as background for further dis¬ 
cussion. 

1. Unlike a number of other companies involved in these investiga¬ 
tions, Lockheed had not contributed company money to American 
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political campaigns, either by laundering funds through overseas 
agents or otherwise. 

2. It is our opinion that no material changes will be required in 

the financial statements which have been made periodically to our 
shareholders and to the SEC. \ 

3. Contrary to a number of interpretations that have been circulated, 
Lockheed does not defend or condone the practice of payments to 
foreign officials. We only say the practice exists, and that in many 
countries it appeared, as a matter of business judgment, necessary in 
order to compete against both U.S. and foreign competitors. 

4. Lockheed has urged that any new laws or regulations that may be 
established by Congress or the Securities and Exchange Commission be 

^ agreed upon at the earliest possible time, so that the uncertainty that 

** now exists can be removed. 

5. We also have urged that any new laws or regulations be applied 
uniformly and simultaneously for all American companies, including 
our competitors. We believe it would be unfair for Lockheed to be 
punished retroactively in advance of new laws and/or regulations. And 
when I speak of Lockheed I speak of its 60,000 employees and its 
65,000 shareholders. 

6. In considering possible new laws and regulations, we do not be¬ 
lieve it is necessary, or indeed desirable, to identify the foreign officials 
who might have received payments in the past. To do so could cause 
maximum damage without any offsetting public benefit, particularly 
when it is so often difficult or impossible to know with any certainty 
whether an apparent recipient actually received the payments. We 
believe it is the nature of tne transactions, rather than tne names, that 
can be helpful to the Congress and the SEC in their considerations. 

7. Following the passage of new laws or regulations in the United 
States, we believe the U.S. Government here should seek international 
agreements dealing with international commission payments that 
would apply not only to American companies, but also to foreign 
companies. It should be noted that more than 6 million American jobs 
are directly dependent on foreign sales by American compariies, and 
those American workers and American companies deserve the oppor¬ 
tunity to compete for foreign business on an equal basis with foreign 
workers and foreign companies. 

Also, Mr. Chairman, I believe it will be useful to this hearing to list 
three actions that have occurred during this recent period: 

1. Lockheed initiated a stringent policy governing the company’s 
selection, use, and payment of international consultants, and the pol¬ 
icy was adopted by the company’s board of directors at its regular 
monthly meeting last Monday, September 8. Under this new policy, 
the only payments permitted would be those 'which would be deductible 
as business expense for U.S. or foreign laws. The effect of this policy 
is to ban payments to foreign officials directly or indirectly. 

2. The SEC and Lockheed entered into negotiations with a view 
toward reaching agreement on the terms of a consent decree regarding 
Lockheed payments to foreign officials and foreign political organiza¬ 
tions, and these negotiations are continuing. In the absence of new dis¬ 
closure regulations or new guidelines from the SEC, which would 
apply to all American companies, including our competitors, simul¬ 
taneously and uniformly, it is a difficult negotiation. 
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But we remain hopeful that an agreement can be reached that will 
be fair to our company, its shareholders, and its 15,000 employees 
whose jobs are directly dependent on foreign sales. 

3. We have had discussions with the Emergency Loan Guarantee 
Board and have assured the Board that we will implement fully the 
new company policy noted previously. 

I recall reading the transcript or the June 9 hearings of this sub¬ 
committee on the Northrop case and your own remarks, Mr. Chairman, 
indicating a desire to stimulate a thoughtful reexamination of this 
problem. 

You and other members of the committee expressed the hope that 
new guidelines, or perhaps new legislation, might be established as a 
basis for reordering the present competition, including perhaps the 
competition from foreign as well as American companies. 

Certainly this is an important and worthwhile goal, the Lockheed 
wants to work with this subcommittee and other Government groups 
toward its achievement. 

Recent speeches by Government officials, such as Commissioner 
Loomis and Commissioner Sommers of the SEC, and articles and 
commentary in the media indicate that there is a considerable amount 
of confusion both in Government and in business circles over what laws 
and regulations should be established. 

As I mentioned earlier, Lockheed has established its own stringent 
policy which is presently in effect even though laws and regulations 
to effectuate such a policy do not presently exist in the United States. 

At the present time there is great confusion over what is legal under 
U.S. law and what is not,' over what has to be reported in 
financial statements and what does not. Certainly there is a great need 
to have the laws and regulations clarified at the earliest possible time. 

It is my hope that this can be done without causing undue harm to 
American companies, American workers, and American shareholders. 
As far as Lockheed is concerned, it is my hope that the actions of our 
Government in this regard, both on the part of Congress and the reg¬ 
ulatory agencies, can be accomplished without causing the maximum 
amount of damage to my company. 

I have noted that in some foreign countries which have adopted 
new procurement procedures of their own to eliminate improper pay¬ 
ments, they do not advocate elimination of consulting firms. Such con¬ 
sulting firms appear to be necessary to compete successfully in many 
parts of the world. 

When Lockheed was selling abroad in the range of $150 million a 
year, the commissions seemed small and relatively insignificant when 
compared to the sales and profits they produced. 

But when we got to the 1975 range of about $900 million overseas 
sales per year, the dollar amounts, based on the same commission per¬ 
centages, of course grew very large. The overseas profits and asso¬ 
ciated advance payments on these contracts provided great financial 
benefits to our company and its shareholders—and a great many jobs 
for our employees. 

However, these commission payments tended in some cases to breed 
serious and unfortunate side effects including direct or indirect pay¬ 
ments to foreign officials, about which the subcommittee has been 
advised. 



As I have said, a number of countries abroad have tightened their 
own procurement procedures. This may have a beneficial effect in 
allowing all competitors an equal opportunity to compete under rules 
applied uniformly to all competitors. 

Mr. Chairman, it is evident that many people in many nations are 
giving thoughtful consideration to this problem just as this subcom¬ 
mittee is doing. It is evident that the hearings ox this subcommittee, 
and the public exposure to your inquiry and others have provoked a 
far better understanding of this proolem in many areas, as well as an 
atmosphere—heretofore not present—for reaching international 
agreements that could provide important steps toward solutions of 
the problem. 

It is an opportunity worth pursuing, and I hope very much this 
subcommittee and other appropriate (government organizations will 
do so. It certainly is worth pursuing, for several million American 
jobs may defend on the opportunity of American companies to com¬ 
pete for foreign sales on a basis that is fair and uniform throughout 
the world. 

Finally, Mr. Chairman, I wish to conclude these remarks with a 
brief comment about the degree of disclosure that may be necessary 
for legislative or regulative purposes. 

Lockheed has been widely portrayed as having stonewalled several 
Government organizations and as having refused to give details of its 
foreign commission payments, particularly those payments that are 
known or thought to have flowed to foreign officials. 

This portrayal is not accurate, for the fact is that we have provided 
voluminous details about these transactions, and have described in de¬ 
tail the nature of the transactions. 

Senator Church. I might say there, as you know, this subcommit¬ 
tee has not accused you of stonewalling in connection with the dis¬ 
closures that you have made. 

Mr. Haughton. Yes, sir. I appreciate that. Thank you. 

We have felt from the beginning that public disclosure of the names 
of public officials in other countries could have a serious adverse effect 
on the company’s foreign business, and therefore on our shareholders 
and employees, without having any offsetting public benefit. 

It has seemed to us that it is the nature of the transactions, not the 
names, that is needed to pursue legislative and regulative goals. 

Additionally we have been very concerned in many cases about the 
validity and reliability of the information about individual recipients 
that we have in our files. Our information is often based on hearsay 
and speculation, or is self-serving information from consultants to 
others, and thus may be unreliable or misleading. 

And there are a number of cases where information simply cannot 
be provided or presented in a manner that accords with admissible 
St tt !i rc * s P ro °^ anc * fairness required in the United States. 

Undei; thpse kinds of circumstances we have felt publication of that 
kind of information would violate all the precepts of fairness that we 
provide to our own citizens. 

I want to express my appreciation to this subcommittee for its un¬ 
derstanding and cooperation on this point. 

And now, Mr. Chairman, I am ready for your questions. 

Senator Church. Thank you very much,‘Mr. Haughton. 



Lockheed’s agent commissions in saudi arabja 

The documents in the committee’s possession, Mr. Haughton, would 
indicate that between 1970 and 1975, the Lockheed Corporation paid 
or committed $106 million in agent commissions to obtain sales and 
service contracts, is that correct, in Saudi Arabia alone? 

Mr. Haughton. Well, I don’t recognize the figure exactly, but it is 
about that figure, to the best of my knowledge. 

Senator Church. That $106 million was funneled into Saudi Arabia 
alone, right? 

Mr. Haughton. Yes. 

ROLE"OF MR. KHASHOGGI 

Senator Church. Was your principal agent during this time, in 
Saudi Arabia, Mr. Adnan Khashoggi ? 

Mr. Haughton. Yes, sir. 

Senator Church. And Mr. Khashoggi’s corporation was known as 
Triad Corp., was it not ? 

Mr. Haughton. It is now, yes, sir. 

Senator Church. Was Mr. Khashoggi or his corporation the prin¬ 
cipal recipient of these payments ana do you know how much has 
been paia to Triad during this period ? 

Mr. Haughton. Well, I think it is fair to say that all of these pay¬ 
ments were to Mr. Khashoggi or destined for nim at one time. As to 
the Triad part, I am a little unclear when he formed the company 
Triad. Before, it was by another name, but it is the same. 

Senator Church. One way or the—— 

Mr. Haughton. Same individual. 

Senator Church. One way or the other it went to Mr. Khashoggi ? 

Sir. Haughton. His organization. 

Senator Church. Now in recent interviews in the United States, 
Beirut, and London, Mr. Khashoggi has said that there is no need for 
American firms to make payoffs to government officials to obtain con¬ 
tracts. These documents indicate that your , corporation believed that 
it was necessary to make such payments through Mr. Khashoggi, and, 
I would like to know if that is because Mr. Khashoggi told your com¬ 
pany representatives that it was necessary ? 

Mr. Haughton. Well, in some cases, yes, sir, in some cases. 

Senator Church. So that you were making these payments at least 
in some cases, on Mr. Khashoggi’s representation, it was necessary to 
do so in order to get the business ? 

Mr. Haughton. Yes, sir. 

PAYMENTS TO SAUDI PUBLIC OFFICIALS 

Senator Church. I would like to ask Mr. Cowden this question: Did 
Mr. Khashoggi inform you personally that if Lockheed was to obtain 
contracts in Saudi Arabia, public officials there in a position of influ¬ 
ence would have to be paid off ? 

Mr. Cowden. Yes, sir, he did., 

Senator Church. Where did this conversation take place ? 

Mr. Cowden. I guess that he has told me on more than one occasion. 
I think he has told me on more than one occasion. I have known Mr. 
Khashoggi since 1968. 

59 - 120—76 - 23 



350 


Senator Church. Would you repeat the answer to the question ? 

Mr. Cowden. The answer to the question is “Yes,” he had told me 
on several occasions that it was necessary for him to make payments to 
foreign, Saudi officials, Government officials. 

Senator Church. And in addition to Mr. Khashoggi did you per¬ 
sonally also have conversations with high Saudi Government officials 
who demanded that Khashoggi be paid off in connection with the ob¬ 
taining of the contracts ? 

Mr. Cowden. No, sir, I did not. 

Senator Church. Did you have conversations with high Saudi offi¬ 
cials who demanded that they be paid ? 

Mr. Cowden. No, sir, I did not. 

Mr. Levinson. Mr. Haughton ? 

Mr. Haughton. We should add that I think that there have been 
discussions with other representatives in our c6rporation. and, of 
course, Mr. Cowden rightly so was answering only for himself. 

Senator Church. But you knew of other conversations with other 
officials of your company in which Saudi Government people told you 
that in order to get the business you would have to pay them money ? 

Mr. Haughton. Not me, but representatives. 

Senator Church. Other representatives of your company reported 
that to you ? 

Mr. Haughton. Yes, sir, it has been reported to me. 

Senator Church. Do you know where such conversations took 
place? Did they take place in Paris, and Geneva, as you recall? 

Mr. Haughton. I think for sure they have taken place in Geneva, 
and I believe they have in Paris. 

Senator Church. Mr. Haughton, have you ever been in Saudi 
Arabia ? 

Mr. Haughton. No. 


the special adjustment OP $400,000 

Senator Church. At page 124 of the documents, there, is a reference 
to a special adjustment of $400,000. That $400,000 represents a payoff 
to a high Saudi Government official, does it not ? 

Mr. Haughton. That is our understanding, yes, sir. 

Senator Church. Isn’t it also true, as the documents would indicate, 
that certain Saudi Arabian officials were not satisfied with payments 
through Khashoggi and demanded that they be paid off directly? 

Mr. Haughton. There have been cases to this effect, yes, sir. 

Senator Church. Did you accede to these requests for direct pay¬ 
ments for the Saudi officials ? 

Mr. Haughton. In some cases, yes, sir. 

Senator Church. Were the payments made through numbered bank 
accounts in Switzerland and Liechtenstein ? 

Mr. Haughton. Yes, sir. 


THE LAUVIER 


CORPORATION 


Senator Church. And is this the Lauvier Corp. ? 

Mr. Haughton. That is one case, yes, sir. 

Senator Church. That w as one of the channels that was used to 
make these payments ? 
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Mr. Haughton. Yes, sir* 

Senator Church. At page 151 of the documents, there is a cable 
which indicates that “machinery stalled for lack of grease.” I take it 
“grease” in this context means payoffs, doesn’t it? 

Mr. Haughton. That is the interpretation that we have given it, 
yes, sir. 

INCREASE IN COMMISSION PAYMENTS 

Senator Church. Apparently in 1973, Lockheed became concerned 
that the Commission's payments were increasing, perhaps Senator 
Percy taade reference to the expressions of concern that do appear in 
the documents. 

At page 150, for instance, there is a company memo explaining why 
this was so and the memo refers to more players getting involved. 1 
surmise that in this context the players means government officials who 
wanted also to be paid off, is that correct ? 

Mr. Haughton. Well, I interpreted that as government officials or 
others that might be in the decision stream. 

Senator Church. And the last paragraph on page 1 states that 
“This contingency fund has been used by the consultant for under-the- 
table compensation to Saudi officials to get the contracts signed.” That, 
of course, is why you paid it, wasn’t it, to get the contracts signed? 

Mr. Haugiiton. That case covers some of it, yes, sir. 

Senator Church. Just to read the whole statement from the docu¬ 
ment into the record: 

The increase in commission payments has been due to more players getting 
Involved and the necessity to satisfy their requirements to get our contracts 
signed. 

I think that speaks for itself. Nevertheless, the memo goes on to 
point out that you, and I quote again: 

Really have no way of knowing if the so-called under-the-table compensation 
la ever distributed to Saudi officials or whether it stops at your own consultant's 
bank account. 

That is such an extraordinary loose arrangement considering the 
amounts of money that were pouring out, flowing out, into Saudi 
Arabia, what accounts for a situation m which the company does not 
even know when the bribes are getting to the bribees or whether they 
are being diverted by agents of the company itself. 

Isn’t that an extraordinarily loose control- 

Mr. Hauohton. Well- 

Senator Church [continuing]. Of such large sums of money? 

Mr. Haughton. It could be interpreted that way but that is a fact 
as I mentioned in my opening statement, and that is the reason that 
if we think we know we don’t know for sure we have not pinned down 
in our public statements and disclosures and other matters precisely 
what may have happened because to be perfectly honest about it, in 
many cases we do not know. 

ASSOCIATES OP MR. KHASHOGGI 

Senator Church. Well, all through the documents there are refer¬ 
ences to associates of Khashoggi, friends of Khashoggi, some of whom 
are described as being commercially unsophisticated. You use the term 



in the documents who apparently shared the largess that came to 
Khashoggi. I)o you know who these friends and associates are, you 
yourselfT 

Mr. Hauqhton. I don’t know them personally. I know that he has 
other people associated with him in his company, including some of 
his brothers, hs I understand it, but I do not know who all makes up 
Triad and who all the shareholders are. 

Senator Church. Does anybody in your organization know who 
makes tip Triad and who is sharing in, who is cutting up this pie ? 

Mr. Haughton. I am not sure if anybody in our organization knows 
the full extent of the shareholders or where funds may flow from 
Triad. 

ARAB INVESTMENTS IN THE UA 

Senator Church. That was the next question I was going to get 
into, because Mr. Khashoggi through this Triad organization is buy¬ 
ing important-properties in the United States, including several for¬ 
eign area banks, and yet we really don’t know who the partners are. 
It seems to me that this underscores the argument for fuller disclosure 
of foreign investment in the United States. 

What is your own view with respect to that? 

Mr. Haughton. Well, I certainly think that it is proper to look at it. 
I would not want to. pass .on specifics or make a judgment without 
knowing the whole thing, and it is my understandingthat you arelook- 
ing into this matter and- 

Senator Church. Here is a case where over $100 million has been 
funncled into one country by one corporation to grease the way for 
military sales contracts for the sale of military weapons. And the 
money "is coming back and being invested in this country so that as 
a result, of these extortionate practices American companies are really 
financing the purchases in the United States of Khashoggi andhiB 
associates. That is one of the ways that these bribes are coming back, 
being recycled as it were, and then take the form of foreign ownership 
of American assets. 

ADDING THE BRIBES TO THE CUSTOMER’S COSTS 

Mr. Hauoiiton. Mr. Chairman, if I could say this—these kickbacks 
as we have labeled them, they are paid by the customer in the main. 
This is not coming out of Lockheed’s P and L or cash. 

Senator Church. That is right, and that is a very important point 
to make. You pay out $100 million in bribes to one country alone. Then 
yon add that as a cost in the sales, so that the_price of the aircraft goes 
up $100 million. Then you take a percentage, a profit percentage on the 
bribes, which adds still further to the price. Thus, the practice becomes 
a very important stimulant to inflation, doesn’t it? 

, If you had not paid out $100 million in bribes, you could have sold 
those planes for considerably less and still made a good profit? 

Mr. Haughton. Well, I don’t think we can consider that the $100 
million as yon call them, are bribes, because we do receive service from 
Mr. Ivhaslioggi and his Triad organization. They are a benefit to our 
being able to do business in Saudi Arabia. 

Senator Church. They deliver the contracts? 
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Mr. Haughton. We have said that we think that some of the money 
went someplace else, and we stand by that. But in defense of our ar¬ 
rangements with Mr. Khashoggi and Triad organization, they do help 
us in communicating and working with this countiy. 

We don’t just seu airplanes to this country. We are doing other 
work for them in this country and we are not sophisticated in doing 
business in many of these countries, including Saudi Arabia, and they 
help us not only to get the contract but help us to perform in a satis¬ 
factory manner by teaching us the customs and helping us get housing 
for our people and all the other things that we have to do. 

We have people, quite a few of them, in Saudi Arabia and other 
countries. 

* Senator Church. Well, I must say that I agree that you are not 
tok sophisticated in the ways of doing business in Saudi Arabia. I think 
you probably could have gotten your contracts for a lot less than $100 
million in paid- out commissions. But my question was quite different 
from that. You have said this money or portions of it that you can’t 

S uite put your Anger on because you don’t know how much of it went 
trough Khashoggi to various government officials, but you have ac¬ 
knowledged and certainly the documents show, that much of it was for 
the purpose of bribing those officials. 

In any case, the total amount was $100 million within a 5-year pe¬ 
riod by one American corporation into one foreign country and that 
became a cost of the sale, did it not? 

Mr. Haughton. It is in the cost of the sale, yes. 

Senator CirracH. A cost of the snle. And in determining your profit, 
your profit niarkupis based upon the total cost of the sale, is it not? 

Mr. Haughton. Well, the prices are governed and you could debate 
that one wav or the other, Senator Church. 

Senator Church. My point is only this; I think it is one you will 
have to concede. If you add $100 million to the cost of sale for purposes 
of commissions and bribes, then the price of the product goes up at 
least that much ? 

Mr. Haughton. That is right. We hope we get it up that much, and 
we do in most cases. 

Senator Church. And you do in most cases. All right. I am saying 
that it is another factor-that contributes to the inflation that is plagu¬ 
ing us and the high cost of military weapons. 

Lockheed’s competition 

Mr. Haughton. May I make a point, here, sir? That is this: Much 
of this work we do in this country could be done by companies from 
numerous developed countries. United Kingdom could, France could, 
Gennany could, Belgium could, Holland could, and Japan could. 

Many developed countries could supply some of this work that we 
are doing in this country and really you are in a competitive situation, 
much more so than when you are supplying, let’s say. a C-130. 

Senator Church. What I was going to say is, in connection with 
vour sale of aircraft, isn’t it true that foreign competition is really 
less serious than competition with American companies? What about 
the wide-bodied aircraft, for example? Is that available from the 
European market? 



Mr. Haughton. We have very serious competition in the wide-bodied 
aircraft by the French airplane. In fact all of us, all American com- 

? >anies, have lost two very important sales in the recent past, one to 
ndian Airlines, domestic Indian Airlines, and one to South African 
Airways and the whole field lost, everybody in the United States lost 
them, not just Lockheed, but my worthy competitors lost them, too. 

Senator Church. To your knowledge, do all of the foreign com¬ 
panies do the same kind or thing in making payoffs ? 

Mr. Hauohton. I don’t have specifics that I can give you that I 
know first hand. But then in the Sunday Telegraph in London on 
September 7—I would like to submit this for the record. 

Senator Church. It will be included in the record. 
fThe information referred to follows:] 

[The Sunday Telegraph, London, Sept. 7,1075] 

Bbibes Boost French Arms 
(By R. H. Greenfield In Paris) 

France has now overtaken Britain as the world’s largest arms exporter, after 
America and Russia, through a sale campaign so ruthless that it has earned the 
French Defense Ministry the nickname “Le Ministers des Pots-de-Vin.” 

Roughly translated, this means the Ministry of Bribes. Deeply implicated In 
the whole operation is Adnan Khashoggi, the Saudi Arabian middleman and 
wheeler-dealer 

Last week he publicly admitted pocketing a bribe of $250,000 (£120,000) In¬ 
tended by the American Northrop Corporation for the former head of the Saudi 
Air Force “to save his clients embarrassment’* 

ALL “SWEETNESS” 

Through him go all the payments and “sweeteners” demanded by foreign de¬ 
fense officials, as well as his own personal commission of 5 to 15 per cent on 
successful deals. 

All this is done with the full knowledge and connivance of the French Govern¬ 
ment. All foreign arms sales must be conducted through the Direction des Affaires 
Internationales of the Ddlggation Ministdrielle & V Armament 
Furthermore, M. Yvon Bourges, the French Defense Minister, has arms ex¬ 
ports as his chief priority. M. Chirac, the Prime Minister, is believed to devote 10 
per cent of his time to promoting them. 

£l00M. 'EXPORTS 

As a result France last year exported arms—military aircraft, missiles, tanks, 
armoured vehicles and electronic equipment—worth about 6.6 billion francs 
(£700 million). This is some 14 per cent of her total overseas sales. 

The Government plans to increase this by 15 per cent over the next five years. 
By 1980 arms sales could constitute about 50 per cent of all French exports. 

There are reports, denied by the Defence Ministry, that a planeload of French 
arms arrived secretly in Kinshasa, Zaire, a week ago destined for the F.N.L.A., 
the anti-Communist National Front for the Liberation of Angola. 

This movement is now fighting a full-scale civil war against its Marxist rivals. 
It has been claimed that a French military technical expert has recently re¬ 
turned from Angola, after visiting the battlefield to assess the movement’s further 
arms requirements. 

JETS FOR KINO 

French military export targets are centered on Africa and the Middle East, as 
well as South America. The most profitable are the oil States with their newly 
augmented wealth burning holes in their pockets. 

The French adopt an attitude of cynical realism to the matter of greasing 
palms. It is the accepted practice in most Third World countries and those who 
hope to win lucrative contracts must not throw up their hands in moralistic 
horror. 
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Sources in Paris claim that French Customs are briefed to close their eyes to 
the transfer of this “black money” overseas. It is said to carry the same official 
clearance declaration as normal money transfers by the overseas commercial 
credit and guarantee commission of the Ministry of Finance. 

On an official level the French Government is believed to have recently presented 
two Falcon jet executive aircraft to the King of Saudi Arabia, whose oil wealth 
finances a large part of the Arab arms programme. 

This includes the Egyptians, who are planning to set up an aircraft industry 
which the french would dearly like to see making Mirages and Jaguars under 
licence. 

Furthermore, the French Government often helps arms manufacturers to keep 
prices down. Last year, far instance, the Government is understood to have footed 
the bill for any price rises of more than 4 per cent caused by inflation. 

Although French officialdom would hotly deny any involvement in the payment 
of “sweeteners” some embarrassing incidents have cropped up over the years. 

About 12 years ago a number of Swiss Air Force officers were forced to resign 
after allegations that they had accepted bribes to recommend the purchase of 
Dassault aircraft. 

Earlier this year, during the fight for the N.A.T.O. fighter contract dubbed the 
“arms sale of the century,” two Dutch M.P.s claimed they had been offered large 
sums to support the Dassault F1-M53 against the American F-16-There was a 
third scandal over sales of the Crot&le missile to Lebanon. 

The loss of the N.A.T.O. contract has made France particularly anxious for 
overseas sales at almost any price. 

The Government had banked on the deal to help to pay for the development of 
the aircraft’s new engine. This is destined to power the planned French rival to 
the Anglo-German-Itallan Multi-Role Combat Aircraft 

BIO FORTUNE 

Mr. Khashoggl’s part as mediator in much of this sales activity has helped 
to make him a rich man. He has a personal fortune estimate as £200 million, 
business interests in America and a villa and yacht in the French Riviera. 

Himself a Saudi educated in America at Stanford, he first came to prominence 
lu 1971, when Saudi Arabia bought 170 French AMX 90 tanks. 

About 10 per cent of the proceeds is estimated to have gone in commission and 
payments to Mr. Khashoggi and other intermediaries. When a contract was 
negotiated in 1978 for a further consignment, the percentage required for com¬ 
missions and pofo-de-efn had risen to 14.5. In a deal with Abu Dhabi it is believed 
to have reached 15 per cent 

For his part, Mr. Khashoggi has said that intermediaries are necessary to clinch 
Middle Eastern deals and that he fully earns his part of the commission. 

This comes out at between 5 and 15 percent of the contract where successful. 
It also has to cover the cost of those negotiations which do not eventually come off. 

Furthermore, he has put at about £2,500,000 the annual running costs of his 
Luxembourg-based conglomerate Triad and such offshoots as his various Paris 
offices. 

The sort of expenses that can be involved in setting up these deals may be 
judged by the fact that a Lebanese middleman has apparently been banned from 
France after arranging sex parties for visiting Arabs. 

THE FRENCH “MINISTRY OF BRIBES” 

Mr. Hauohton. It had a piece written by a correspondent in Paris, 
and the headline is “Bribes Boost French Arms” and they are talking, 
of course, about competition with the United States but they are also 
going to overtake Britain as the world’s largest exporter^ after Ameri¬ 
ca and Russia, through a sales campaign so ruthless it has earned 
the French Defense Ministry the nickname “Le Ministere des Pots- 
de-Vin.” 

Roughly translated this means the “Ministry of Bribes,” and it says 
it is deeply implicated in the whole operation as middlemen and tne 
man we have been talking about, Mr. Khashoggi, and so if it is all 
right with yOu, I would like to submit this for the record. 



Senator Church. Of course. 1 take it you are not arguing, Mr. 
Haughton, that because other companies do it, it is a good practice or a 
necessary practice, or that it ought to be continued as a practice? 

IS BRIBERY NECESSARY? 

Mr. Haughton. I am not, no, sir, I am not arguing that it is a good 
practice and I am not arguing that it is a necessary practice. I am say¬ 
ing unless everybody plays by the same rules, if you are going to win 
it is necesary. It is a competitive choice you have when you decide 
whether to get out of the competition and lose it or compete and lose 
it, or whether you Want to play by the same rules as your competitors. 

Senator Church. When you consider in the first place, you are sell¬ 
ing arms and then when we examine the practice we uncover these 
evils—they are really evils—bribes and payoffs, it seems to me that 
through the work of this subcommittee we can lay the basis for some 
kind of an agreement between the arms manufacturing countries, the 
OECD countries, the United States, and Japan, that would bring an 
end to these practices. 

I find it hard to believe that governments could resist an agreement 
of that kind if it was universal and applied to all arms manuracturing 
countries. That may be one of the things that we will want to explore 
as a result of these hearings; we recommend that in our statement and 
we have recommended it before. 

EDICT OP THE 8HAH 

Yes. Just one other thing I wanted to add. Already, ns a result of 
these revelations, the Shah of Iran himself has promulgated an edict 
in his own country putting an end to the commission practice on mili¬ 
tary sales. I think that mat underscores the fact that if American 
companies stop doing this thing, and it became known to foreign gov¬ 
ernments if they dealt with American companies they were not getting 
prices that had been inflated by $100 million for bribes and commis¬ 
sions. that this would be a tremendous boon to American companies. 
It might even lead their foreign competitors to give up these practices. 

That is at least the lesson I read into the Shah’s reaction to these 
disclosures brought by the hearings of this subcommittee. What do you 
think about it? 

Mr. Haughton. Well, I. of course, know about the Shah’s edict 
that there will be no more commissions on military sales, foreign mili¬ 
tary sales, and our own Defense Department has that and we all know 
it and we are all abiding by it. 

Now the question comes up—you may have seen in some of these 
documents as to whether that applies to agents doing certain work for 
a foreign country. 

As you know, in some foreign military sales contracts there is an 
allowance for a fee in the price to be negotiated on foreign military 
sales. The policy of the United States is to allow it. I think that is 
right. If we pay commissions, I think it ought to be a part of the cost 
of sales on that particular project. 

Our own Defense Department and our Government has said where 
it is allowable. But I understand the Shah’s edict on this, yes, sir. 
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Senator Church. I think that the connection that these practices 
by American companies may have with our own Government, that’s 
the extent to which our own Government may have known of them 
and even fostered them, is a subject that Senator Percy wants to get 
into, and so I will refrain from questioning you on that subject. 

NECESSITY OF INTERNATIONAL AGREEMENTS AND CODE OF CONDUCT 

Senator Percy, would you like to ask those questions ? 

Senator Percy. Yes, Mr. Chairman, I would like to really tie it 
right into, first, the question raised by Mr. Haughton on page 2 of his 
testimony where he says “International agreements should he made.” 

I would compare it to the question of pollution. This is pollution of 
► the democratic processes and free enterprise processes of another kind. 
We found that we could not pass laws just in one State to prevent 
pollution because if we passed them in Illinois and did not in Indiana 
the steel companies in Indiana could-still pollute Lake Michigan which 
washed the water up on the shores of Wisconsin and Illinois. 

We had to pass national pollution laws. Then we had to get into in¬ 
ternational areas of control of pollution because of the oceans. I think 
this is an appropriate subject and as adviser to this special session of 
the U.N., I intend to ask the U.S. delegation to take the initiative in 
this regard, and it is a perfectly appropriate way because it is develop¬ 
ing nations we are dealing with up there, and this is a way of exploi¬ 
tation that must be, I think, in a sense stopped. 

U.8. JOBS AND FOREIGN SALES 

I would like to ask you though, on the bottom of page 2 of your 
testimony, whether when you say that 6 million American jobs are di¬ 
rectly dependent on foreign sales by American companies, and they 
certainly are, that these American workers and American companies 
deserve the equal opportunity, deserve the opportunity to compete for 
foreign business on an equal basis with foreign workers and foreign 
companies, is there any implication that all 6 million jobs in all com¬ 
panies dealing abroad have to engage in kickbacks ana payoffs to get 
that business f 

A large part of this is agricultural exports. 

Mr. Haughton. No, I would not want to indicate what the percent¬ 
age of them, Senator Percy, are involved in kickbacks because I don’t 
know. 

Senator Percy. Isn’t this engaging in very, very big ticket items 
and that when you are back domg a more modest amount of business 
abroad there is not the incentive to have the kickbacks and payoffs, 
and it is probably not as prevalent a practice as it is in the upper 
* 'echelons when the figures involved are huge, and whether you make a 
sale or not might make or break a company, in a sense, or interrupt its 
production lines. 

Lockheed’s 1005 memo and reference to moral issue 

Now back in 1965,10 years ago, there is an interoffice memo on page 2 
of our documents that has been released, in which you and Mr. Meyers 
apparently discussed the problem of sale of four .Tetstars to Indonesia, 
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and they understood the price was $100,000 too low, and the memo 
indicates at 7:45 in the morning you met to discuss this and you said 
that you ought to hold, you felt that Mr. Meyers did that—we ought to 
hold to the original figure, that “the hanky panky has gone far enough.” 

We discussed the various ethics of it and agreed that even though it would 
not he costing the company or the United States ostensibly any money, it just 
is not right and there is a limit somewhere to going along with this. 

Now apparently the line was held there. Now my question is what 
happened in the intervening period over 10 years to change the stand¬ 
ard that was established when you decided to hold the line and it was 
not right and the ethics were wrong? 

DI8CUSSION8 WITH U.S. GOVERNMENT OFFICIALS 

What happened ? Some companies have indicated publicly that they 
intend to use as their defense that the U.S. Government and officials 
of the United States advised them, told them this is what you had to 
do, you had to go along to get along and you had to conform to the 
practices and ethics and standards of the country in which you are 
doing business. 

Have you ever discussed the dilemma that you set forth in the memo 
on page 150 of these, documents and the dilemma that you were gen¬ 
erally faced with with any U.S. Ambassador in Saudi Arabia, any 
official of the State Department, or any Pentagon official, and ex¬ 
plained the dilemma you were in and asked counsel advice as to what 
you should do? 

Mr. Haughton. Well- 

Senator Percy. You or any representative of your company? 

Mr. Haughton. I have not personally talked to the Ambassador in 
Saudi Arabia, but my people have discussed matters with him. Now I 
don’t know specifically what they discussed, but we have discussed that 
with him and I know that this subcommittee has had discussions with 
representatives of the State Department and, of course, we- 

Senator Percy. Were discussions held with the officials of the Pen¬ 
tagon? 

Mr. Haughton. Only on foreign military sales, what we call FMS 
sales. 

Senator Percy. On the ethics of the payoffs and kickbacks and what 
has to be done to get business, different discussions with the Defense 
Department as well as State? 

Mr. Haughton. With the Pentagon we had discussions more on 
whether or not it is an allowable item of cost than on the ethics of it, 
to be perfectly straight about it. 

Senator Percy. You did not even question the ethics or the morality 
of this ? It was just an allowable cost ? 

Mr. Haughton. We were not discussing kickbacks. We were dis¬ 
cussing sales commissions rather than kickbacks and some people refer 
to them as bribes. It was in that context. We did not get into whether 
this part, of this money went- 

Senator Percy. To your knowledge did they know that a part of 
the sale commissions were kickbacks, bribes, payoffs, to foreign 
officials? 
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Mr. Haughton. I would not want to answer that for them because 
I did not specifically ask them. 

Senator Percy. From your own knowledge did you- 

Mr. Haughton. I think that—well ? I know they know that we pay 
commissions, and I think our people m the Pentagon are knowledge¬ 
able enough about customs in foreign countries, certain foreign coun¬ 
tries that they would suspect that this has had- 

Senator Percy. Could you tell the subcommittee who you did talk 
to in the Department of Defense or the State Department including 
Ambassadors, about this matter and the problem involved ? 

Mr. Haughton. Well, my discussion- 

Senator Percy. You or any representative of your company? 

Mr. Haughton. Any discussions involved, myself and representa¬ 
tives of other companies in the aerospace business, meeting with 
Mr. Clements and some of his associates, Mr. William Clements, 
Deputy Secretary of Defense. 

Now in the State Department, I don’t know who has been talked to, 
but I know that we have had discussions. 

Senator Percy. Do you know which of your own officials actually 
carried on such conversations? 

Mr. Hatjghton. Not on this subject. I mean we have quite a few 
people that have to go to the State Department for export license and 
things of this kind. I don’t know if we have taken this up insofar as 
kickbacks are concerned directly with the State Department by our 
own people. 

I know that our counsel, Mr. Rogers, has spoken to members of the 
State Department about this overall problem, but I have not been 
there when these conversations took place. 

Mr. Levinson. Who did he talk to in the State Department ? 

Mr. Hatjghton. I don’t know who all he talked to. 

Senator Percy. Can you provide that information to us from your 
own company representatives who held such conversations ? 

Mr. Haughton. Yes; but I doubt if we are going to find people 
who have talked to them about kickbacks or bribes as such. 

We n\ay have. 

[The information referred to follows:] 

(SUPPLIED BY LOCKHEED OORP.) 

A survey of Lockheed officials and employees likely to have had occasion to 
have such conversations was undertaken. This company survey has revealed 
for the period prior to the recent pubUc disclosures about Lockheed foreign pay¬ 
ments, no conversations with representatives of the U.S. State or Defense Depart¬ 
ments on the subject of bribes, kickbacks, or payments by Lockheed to foreign 
government officials. Several Lockheed representatives have had discussions 
with State or Defense Department officials subsequent to these public 
disclosures. 

Lockheed’s “foreign intrigue channels” 

Senator Percy. On page 180, reference is made to foreign intrigue 
channels—of Lockheed. The names mentioned were Ned Ridings, Bill 
Cowden, and George Kalember. What positions do these men hold in 
your organization? What is meant by the foreign intrigue channels? 

Mr. Haughton. Mr. Ridings, who is on Mr. Clark’s right here, is 



manager of sales for the Lockheed Georgia Co. in the Mideast, and 
Africa, and Far East, and Mr. Cowden on the left is director of inter¬ 
national sales for Lockheed Georgia Co., the overall international 
sales. 

Now then if I can switch specifically—could I have that again ? 

Senator Percy. I asked you these questions because it seemed to be 
an issue that 10 years ago you were concerned about, you had a meet¬ 
ing. at 7:45 in the morning with your colleagues to talk about it, you 
agreed to take a position and hold the line. 

I am trying to determine what happened in that 12-year period to 
cause an erosion of the policy and was it entirely an internal decision 
or was there some complicity with the TT.S. Government and its officials 
who decided or advisea you at least knew of the necessity of going along 
to get business and concurred with it and gave you some semblance that 
at least you had sort of official or unofficialsanction to do this ? 

Mr. Hattghton. Senator Percy, no, there has been no suggestion 
from the—any official of the U.S. Government that we go and do the 
things that we are being questioned about here today. 

Senator Percy. In other words, they never suggested that you do 
it or told you that you had to do it ? 

Mr. Hattghton. Not to my knowledge they did not. 

Tins ROLE OF FOREIGN EMBASSY OFFICIALS 

Senator Percy. Is it conceivable that Embassy officials in the 
various countries in which you have done overseas business are 
unaware of the payoffs that are described in these documents? 

Mr. Hattghton. I think sometimes they are unaware and sometimes 
they may have heard by hearsay or gossip or some such, but I would 
not want to implicate any of them in decisions we made and the ac¬ 
tions we took because I don’t think that they were involved to that 
extent. I certainly don’t want to involve anybody in our Government 
in what we have done. 

I know a lot of people think we should not have done it. We thought 
we should do it and did it. 

COMPLICITY OF U.S. GOVERNMENT OFFICIALS 

Senator Percy. You may not want to but that may be the duty of 
this subcommittee in our oversight responsibilities in the executive 
branch of our_Government. It is our duty to find out whether there 
has been complicity in this matter- 

Mr. Hattghton. Well, I have not had anybody- 

Senator Percy [continuing]. To determine from them what the 
policy of the U.S. Government actually has been during this period. 

Mr. Hattghton. Well, I am sure they will give you the policy but 
I want to make it clear, if I may, sir, I don’t want to implicate anybody 
in our Government for the things that we decided to do and did for 
competitive reasons and other good and sufficient reasons. . 

I don’t want to implicate anybody in the Pentagon or State De¬ 
partment or any place in this Government in iny branch because 
these things we did, we did on our own. If you call them for testi¬ 
mony that is up to you, of course, and I am sure they will tell you 
whatever their policies are. 



Senator Percy. For instance, let me be quite specific, is it possible 
or conceivable and to you that MAG officials in Saudi Arabia did not 
know of these practices ? 

Mr. Haughton. I don’t know how much they knew. I really don’t. 

Senator Percy. At no time have you ever held conversations with 
your own officials, officers, representatives, that have discussed with 
you the knowledge that TJ.S. Government officials have had and there 
is no one who has ever come before this subcommittee and testified 
they had such a conversation with you and that you had knowledge 
of such a discussion? 

MR. HATJGHTON’S RELUCTANCE TO IMPLICATE U.S. OFFICIALS 

Mr. Haughton. Well, I would not say there has never been a discus¬ 
sion or a mention of the fact that they may have talked to a MAG 
or an ambassador or somebody, but, I don’t remember any specifics that 
would implicate that anybody was in complicity with our methods of 
doing business. 

They no doubt know about it, the Embassies and the MAG’s and 
other people around the world who work for our Government know 
that. The policy of our Government is to export, and they are insistent 
oftentimes and that is good. I think it would be well if they assisted 
even more because we need to export more. 

Senator Percy. You indicate that you do not want to implicate any¬ 
one. Why ? My concern and the reason I asked the question is that 
I am concerned about a company whose sole survival depends upon the 
Federal Government and the contracts that it gets. 

I voted, as you know, against the Lockheed loan. I was against it 
despite the fact that John Connally twisted my arm about as hard as 
he can twist an arm, and he is pretty good at it, and the President 
brought all the force and pressure he could bring to bear. I did not 
want to see us get so deeply involved with a company that we had to 
bail ourselves out, we had to keep the company going and maybe lean 
over backward to give them business against others who were using 
private financing, and is your reluctancy to reveal whether or not the 
administration or members of the State Department or DOD at all 
detennined the fact that you are really dependent upon them for 
survival of your company ? 

Mr. Haughton. Well, we are doing a lot of things to survive, too, 
and some of them we are getting criticized for. But my point is, Sena¬ 
tor Percy, I have not had anybody in our Government say you ought 
to go do this and this and this in a way of paying how much commis¬ 
sion and when and to whom. 

We just have not had that kind of instruction, to my knowledge. 

Senator Church. That is good hews. 

USE OF CIA INFORMATION ON INDONESIA 

Senator Percy. I would like to refer you to page 21 with respect to 
dealings in Indonesia. The last about 7 or 8 lines from the bottom. I 
will read this one sentence. 

In order to try and obtain a more definite answer to this question. Ridings met 
with Colonel Slade, U.S. Air Force, Air Attach^, and inquired if the United 
States had any means of checking up and evaluating DASAAD’s position with 
the new government 
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Slade stated he could have the embassy CIA personnel check this 
out and would give a report back as soon as possible. 

Now, I would like to make a distinction between perfectly appropri¬ 
ate, legitimate use of commercial attaches, personnel of the ILS. Gov¬ 
ernment, for an American company to come to them and say who is it 
in this Government that makes decisions, who is it that can make that 
decision that will be favorable to us, and where should we put our 
emphasis? 

That is quite different if the U.S. Government in any way is saying 
or implying that here is the person that not only can make that deci¬ 
sion, but a bribe or kickback or payoff must go to them. 

I am asking the question specifically in this case, and in other cases 
> a & a i n > 1° your knowledge have there been any cases where U.S. Gov¬ 

ernment has implied that they knew of this practice, and implied that 
in order to get the business, Lockheed had to go along with it. 

Mr. Haughton. Well, I don’t know of any. 

Senator Percy. Do you know if any representatives of your com¬ 
pany know of- 

Mr. Haughton. That is an impossible question for me to answer 
for you. 

Senator Percy. Could I ask the other representatives of your com¬ 
pany that are here then if any of them have any direct knowledge 
whether or not anyone in the Department of Defense or the Depart¬ 
ment of State had knowledge of this practice and either through 
silence countenanced it or even encouraged it? 

Mr. Ridings. No. 

Senator Percy. No knowledge whatsoever? 

Mr. Ridings. I am satisfied that people in the Embassies in the for¬ 
eign countries know when we have agents or consultants, but I have 
never discussed the particulars of that arrangement with anybody in 
the U.S. Government, MAG’s, or what have you. 

THE CASE OF COLONEL SLADE 

Senator Percy. I mention this because you did meet with Colonel 
Slade in this case. Could you tell us the circumstances and what was 
the purpose of that particular meeting and then describe in general 
terms the purpose of going to the State Department and Defense De¬ 
partment officials to find out what could be done to get the business, 
and specifically whether at any time you directly or anyone that you 
know of in your company discussed with them the problem involved 
in the ethical practices under discussion today ? * 

Mr. Ridings. In this particular instance at that time I worked as a 
salesman covering that part of the world. Mr. Dasaad was our repre¬ 
sentative there. There had been a coup and naturally we were inter¬ 
ested in whether we should continue our association with him or not. 

I was asked by my superiors during this trip to try to get an evalua¬ 
tion of this and so I did. I talked to him about it, and naturally he 
assured me he was still an influential man or well-connected; but in 
search of another opinion, and since T knew Bill Slade, I thought, 
well, maybe he could give me an evaluation. 


•*& 
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I asked him the question, could the Embassy do that? He could have 
said no, but he said, well, yes, he would have it checked otit, arid that 
was the report that I got back. Does that answer your question ? 

Lockheed’s reaction to bribery activities 

Senator Percy. To an extent. I would like to ask specifically in 
Saudi Arabia, Iran, the chairman references the fact that there are 
orders by heads of state to end kickbacks and corruption. What was 
Lockheed’s reaction to these initial activities in Saudi Arabia and 
Iran? 

Mr. Ridings. To me, sir? 

Senator Percy. I would like to put it to the chief executive, then if 
it is necessary to have your colleagues expand on it I would appreci¬ 
ate it very much. 

Mr. HAubiiTON. Well, we are aware of the subject, of the edicts, and 
negotiate these contracts on an individual basis. In Saudi Arabia, it is 
recognized that you do have agents and the agent we have is a recog¬ 
nized businessman in Saudi Arabia. I believe that in this case we have 
worked out with the Saudi Arabian Government and our agent and 
ourselves an understanding that we are complying, we are paying com¬ 
missions, and on the new contracts as we negotiate them, I think every¬ 
body agrees we are complying with the regulations and laws of Saudi 
Arabia because we must. 

Senator Percy. I have two or three more questions I would like to 
ask you, but I would like to yield to Senator Case at this time. 

COMMENTS OF SENATOR CASE 

Senator Case. We could go on and on in this dreary business. I don’t 
know how many times it is necessary or advisable or desirable or use¬ 
ful to make you say that you engaged in these practices. You did. 

Mr. Haugiiton. That is right. 

Senator Case. In various ways. And there were various collateral 
aspects of it, some of them probably unlawful such as using various 
means of making deductions of these payments as business expenses, 
contrary to the income tax laws, and the use of intermediate companies 
including Swiss companies for these purposes. 

These are all in the documents which will speak for themselves. 
I don’t get any pleasure, and I know my colleagues don’t, in this kind 
of exercise, beyond the feeling that it is our duty to go through with 
it and to burn into the public consciousness that this kind of thing 
has gone on. 

Corruption.is as old as the world and exists in the United States 
in politics as well as in business, but in business as well as in politics, 
there are places where it seems to have flourished more heavily and 
more recently. 

I don’t think there is anything I can bring out here that has not 
already been brought out io or 20 times over. There are important 
areas here. One is to try to develop legislation, as best we can, to make 
these practices less prevalent, and the other is to try and make people 



so disgusted with the practices that some kind of necessary catharsis 
will take place within industry and within public morality. 

I am sorry for people who have to make their living in this kind of 
operation and I am sorry for all of you. I don’t like to sit here as a 
moralist, but unless someoody takes hold of the thing we are going to 
get stuck. 

There was a time, Mr. Haughton, when you indicated that you were 
pretty well fed up with this thing. You said so, didn’t you? 

Mr. Haughton. On a specific request for additional price in a prod¬ 
uct and additional commission; yes ? I did. 

Senator Case. But then after a kind of futile effort you finally gave 
way to it, and the process went on as far as I read the record. 

Mr. Haughton. It has gone on subsequently after that; yes, that 
is right, and I knew about it; yes. 

Senator Case. The record is just replete with this kind of thing. Mr. 
McKinney of Lockheed writes a document on page 52: 

The agreement must be such that It wUl withstand Internal Revenue scrutiny. 
Since funds repaid Auri could be tax deductible. 

Taken in context, this suggests Lockheed illegally deducted bribes 
paid in Indonesia for tax purposes. 

Mr. Haughton. We may have. We are relooking at our income tax 
returns, and we will be working with the IRS on this, and, of course, 
there have been questions in the past about whether something was de¬ 
ductible or not and this will be true in this case. 

Lockheed’s foreign military sales 

Senator Case. Another aspect of this matter. Many of Lockheed’s 
military sales, were made through the Defense Department under the 
foreign military sales program. Of course under Defense Department 
regulations governing these sales, your company, like all U.S. com¬ 
panies, has to disclose all agents’ fees and state that no bribes or kick- 
backs have been made. , 

Now bribes and kickbacks were paid to further foreign military 
sales. 

Mr. Haughton. So far as I know, we have complied completely 
with the regulations for FMS sales, Senator Case, and I know of no 
infraction of that and I know they audited. Whether some commission 
that was paid on FMS sales went to some individual, I can’t be sure 
about that. 

Senator Case. But in any event as far as you know- 

Mr. Haughton. It is our intent. 

Senator Case. All agents’ fees were disclosed to the Department of 
Defense? 

Mr. Haughton. Yes, sir, our intention was to comply, and I think 
we did comply completely, with the directives from the Defense 



Department on FMS sales. If there were infractions, I don’t know 
about it; and if there were, I am sure they would come out in an audit 
and it would be called to our attention. 

LOCKHEED TO SUBMIT LIST OF MILITARY SALES AND AGENTS 

Senator Case. I wonder if you would give the subcommittee a list 
of the military sales and also the agents’ fees paid in connection with 
that. 

Mr. Haughton. You want the amount of FMS sales ? 

Senator Case. A list of all equipment sold by Lockheed under mili¬ 
tary sales contracts and all agents’ fees paid in connection with those 
contracts. 

Mr. Haughton. Over what period ? 

Senator Case. What period do you think, Mr. Levinson ? 

Mr. Levinson. Well, I think that the period 1965 to 1975. 

Senator Percy. Would that be a burdensome thing, very burden¬ 
some I 

Mr. Haughton. Well, it is more work, but I would not say it is very 
burdensome. 

Mr. Levinson. Your own statement covered the period 1970-75. The 
press release of the company itself with respect to agents’ fees oovered 
1970 to 1975. 

Senator Church. Let’s use the same period. 

Mr. Haughton. That would be better if we could do that. We will 
get them started on 1970 through mid-1975, and we will submit that 
for the record. That will be the sales that went through FMS and 
the commissions that we paid on them and reported to the Defense 
Department, charged to the contracts. 

Senator Case. If you would include examiner’s statements that were 
filed with the Defense Department to see whether they all included the 
statement no bribes or kickbacks have been made on them. 

Mr. Haughton. I don’t know if there is such a statement or not. 
If you know, I accept your word for it. 

Senator Case. I don’t know of anything. I am just asking you. 

Mr. Haughton. I don’t know if we are required to file such a 
statement. 

Senator Case. The regulations do require that you have to disclose 
all agents’ fees and that no bribes or kickbacks have been paid. I just 
want you to tell me whether, in an examination of these statements that 
were filed, they do include that statement. 

Mr. Haughton. We will search for that, yes, sir. 

[The information referred to follows:] 

(SUPPLIED BY LOCKHEED CORP.) 

The following list of FMS contracts was provided by the witness. No state¬ 
ments concerning the presence or absence of payments to foreign government 
officials were filed by Lockheed in connection with any of these contracts. 


50 - 120—76 - 24 
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ilST OF FM$ CONTRACTS—SALES AND COMMISSIONS PAID (JANUARY 1,1970 TO JUNE 30,197S) 
(In thousands of ddlarsl 



Spare parts.Germany. 

.do.Italy. 

.do.Various 1 . 

.do.Germany/Italy_ 

.do.Various 1 . 

Technical data.do. 

P36 airplanes and spares.. Australia/Norway.. 

Technical data.Various 1 . 

Spare parts.Germany/Italy. 

Technical data.Various*. 

Spare parts.do.. 

Overhaul and repair.do. 1 . 

Spare parts.Germany/Italy. 

Technical data.do. 1 . 

__do..do. 1 .......... 

Overhaul and repair_........do. 1 !".. 

Spare parts.Germany. 

.do.Various 1 . 

Overhaul and repair.do. 1 . 

Technical data.do. 1 . 

Overhaul and repair.do. 1 . 

Spare parts.do. 1 . 

Technical data.do. 1 . 

P-3C publications.Iran. 


P-3C airplanes and spare.do. 31,280 

parts. 

Spare parts.Various 1 ... 146_ 

C-130 center wing modify Australia/New 7,634 

cation. Zealand. 

C- 130H (3) airplanes Congo. 10,815 .... 

Engineering technical serv*.do. 448 - 

ices. 

C-I38H (2) airplanes.Peace Beta. 6,950 _ 


F-104 maintenance 
pilot training. 

_do. 

and Germany. 

.do. 

.... 

.do. 

.do. 

82,128 

.do. 

..do. 


.do. 

.do. 


Electra modification... 


"" 3,970 


1 These contracts are contracted through the U.S. Air Force, Sacramento Air Materiel Area (SMAMA). Spare parts and 
technical data are supplied to SMAMA for subsequent distribution by SMAMA on an "as needed" basis to the military 
assistance program countries (Taiwan, Turkey, Greece, Norway, and Denmark), as well as the other (Germany, Belgium, 
Italy, Netherlands, Japan, ana Jordan) foreign countries using Lockheed Aircraft Corp. products. 

1 Payment here includes commission on sales contracts executed and booked prior to 1970. 


LAIAG, LOCKHEED 8 SWISS SUBSIDIARY 


Senator Case. The complicated transaction, referred to on pages 96 
and 97, involving discussion between officials of LAIAG, your Swiss 
subsidiary, about the wav to use subsidiaries of the “first and second 
tier” for retaining Mr. Khashoggi as a marketing consultant. I just 
refer to it to highlight the fact that this use of several subsidiaries, I 
suppose dummy corporations, was one of the practices by which the 
payment of unusually high consultant’s fees could be concealed from 
the purchaser and also used as tax deductions. 

Those documents again. Also, of course in that case, the payments 
were made through the subsidiaries without the Sauai Government 
being informed of them, as the contract requiring an audit by Arthur 
Young & Co. said you were supposed to do. 

Was the purpose of this maneuver to cover up the fact that commis¬ 
sions were being paid to Triad ? 

Mr. Hattghton. I don’t think the LAIAG, that particular subsidi¬ 
ary, was set up to cover payments to Triad, no, sir. This company, as I 
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recall, was set up back about 1960, and was set up for good arid suffi¬ 
cient business purposes that had to do with limit of liabilities in doing 
business in certain foreign countries and for transaction of business. 

Now, if you ask us if we have used companies to channel funds, 
yes, we have, but not- 

Senator Case. Was that done in this case? 

Mr. Haughton. Well- 

Senator Case. The effect of using LAIAG in this case, not that it 
was set up for it- 

Mr. Haughton. I have not reread this memo, but LAIAG is a per¬ 
fectly legitimate subsidiary that was set up for good and sufficient 
reasons as I mentioned back in 1960, as I recall, or about that time 
period. 

Senator Case. Well, would you explain the transaction involving 
the services and how payments were made, how these subsidiary com¬ 
panies came into the picture, and then we can perhaps draw our con¬ 
clusions about the effect of this transaction and perhaps even deduc¬ 
tions as to the purpose of it 

Mr. Haughton. Well, I read this memo, 96 and 97 as a procedural 
matter. 

Senator Case. Oh, yes, this is all procedural. 

DIFFERENCE BETWEEN BRIBE AND KICKBACK 

Mr. Haughton. Rather than having to do with payments that you 
talk about as being bribes, we call them kickbacks. 

Senator Church. What is the difference between a bribe and a 
kickback ? 

Mr. Haughton. Well, I interpret a kickback as where you have 
something in the price, Senator Case, that you return to the buyer. 

Senator Case. I am very flattered. 

Senator Church. So am I. 

Senator Case. You referred to the Senator as Senator Case. 

Mr. Haughton. Excuse me, sir. 

Senator Case. Your apologies ought to go to Senator Church. 

Mr. Haughton. Well. OK, gentlemen. I will get it straight. 

Senator Case. I did not mean to interrupt this distinction between a 
kickback and a bribe. 

Mr. Haughton. A bribe to me is where you go to somebody and say 
I would like for you to do something for me, and I will pay you x. Now 
that is the way it comes through to me. I am not an authority on these 
matters. . 

Senator Church. If you are not one, I don’t know who is. 
[Laughter.! 

{Senator Case. What is a kickback? 

Either one is wrong, isn’t it ? 

Mr. Haughton. Well, I think in doing business abroad, any way 
up to now, you have to take into consideration the customs of the coun¬ 
tries and the customers where you are doing business and how they do 
business if you want to do business with them. 

Senator Church. That does not make it right though, does it ? 

Air. Haughton. T am not saying it is right but it is—it has been a 
practice, Senator Church. 
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MR. HAUGHTON’s REACTIONS TO KICKBACKS 

Senator Case. You yourself were revolted by it, as you indicated by 
the words “hanky panky” I think at one time. 

Mr. Haxtohton. I think that was one of my men, but I have used- 

Senator Case. One of your what! 

Mr. Hauohton. I think one of my men said that. I think Mr. 
Meyers said that, but I have said that, too. I have said the same thing. 

Senator Case. And you don’t like it f 

Mr. Hauohton. Well, I don’t like it if I don’t have to do it to get 
the business. 

Senator Case. You don’t like it if you do? 

Mr. Hauohton. No ; I prefer we did not do it. I would prefer we did 
not think we had to do it. But you know, I think on the other hand 
and, of course, we are going to do our best to quit doing it; and we are 
not going to do it knowingly, and we have already saidthat. We have 
said that m our corporation. 

Now we have kind of tied the hands of our salesmen a bit, and I don’t 
know what is going to happen unless we get on with our legislation 
and our regulations, and everybody abides by the same rules. 

RECOMMENDATIONS FOR TOUGHER LAWS 

Now I think on the international agreement side of it, I think we 
ought to work very hard on that and. of course, we are not able to do 
that. I think that is going to have to come from our Government, 
Government to Government, but yon can rest assured that we are 
already living by this new policy, which is'a tough policy and it may 
be tougher than the laws you pass, it may be tougher than the SEC 
regulations. 

Senator Case. The SEC does not have anything to do with any¬ 
thing except disclosure. 

Mr. Hauohton. Yes. 

Senator Case. The SEC is not a policeman in any sense of trying to 
establish and enforce moral conduct or proper business ethics. 

The record is replete with this kind of thing, and the amounts that 
are involved, as the chairman has indicated, come to over $100 million. 
It is an incredible situation. I don’t know that there is very much 
purpose as far as I am concerned in going into this in more "specific 
detail. 

All these things happen. They involved dubious tax deductions for 
purposes which are probably illegal, and they do involve the corrup¬ 
tion of people in positions of trust in order to get them to abuse their 
trust which they should show toward their own governments and to 
prefer for personal financial gain business arrangements with your 
company or others engaged in the same practice. 

It is the cheapest thing in the world. I will stop with this because 
I don’t like to sit here and make a moral statement on that kind of 
conduct! There was "a "fellow who had been convicted'of cheating some 
of his clients. I don’t know whether he was a broker or what he was. 
He was up for sentence and before he was sentenced the judge asked 
him. “Aren’t you ashamed to cheat all these nice people who trusted 
you!” 



The man said “Whom else can you cheat?” That is the basic reason 
I think for being disgusted with the kina of operation that it involves 
the subversion of people who necessarily-have to put their trust in you. 

That is all. 

Senator Percy. Mr. Chairman, could I finish my three questions? 

Senator Church. Certainly. Then I have two other matters I would 
like to pursue and then I want to turn to Senator Biden. Senator 
Biden is a member of the full committee and he is most welcome this 
morning. 

IOCK.HEED 8 8AI.ES StRATEGY 

Senator Percy. Following up on Senator Case’s question, Mr. 
Hnughton. I detected a sense of hesitancy in your voice and your 
answer when Senator Case asked whether or not this procedure then 
did not somehow revolt you, and I tried in going through to find every 
evidence I could it did revolt you and give us as much credit as I 
possibly could; now I am a little concerned at your response to Senator 
Case, and I am concerned because in business I know that a business¬ 
man would much sooner have a negotiated deal than a competitive 
situation, directly negotiate it and arrange it. 

COMPARISON OF NORTHROP CORPORATION AND LOCKHEED 

He far prefers that than competition. We have tried to legislate far 
more competitive bids than was the practice in the Defense Depart¬ 
ment. There was Reference made by Northrop to the Lockheed pro¬ 
cedure in this matter. _ 

The implication was there that Lockheed Corp. really sort of in¬ 
vented this concept and that they were patterning their practices 
after those adopted by Lockheed. You were revolted and your col¬ 
leagues back in 1965. 

I don’t find the revulsion there, and I don’t find the revulsion this 
morning. Did you finally conclude that this was the way to sew up 
this business, that Lockheed had become so adept at-this it was far 
more experienced and competitive with respect to other American 
corporations that they were competing against, and that you could 
outdo them, you knew avenues and used procedures and methods that 
could sow that, business up for Lockheed and keep you going? 

Mr. Hatjghton. May I speak to the allegation in the Northrop 
. testimony and the documents? 

Senator Percy. Yes. 

Mr. Hattohton. Because I asked our attorneys to try to find out 
what they were talking about,, and it turned out that they used one 
of our contracts that we had with Deutsche Commerz, a perfectly 
reputable firm in West Germany, headed up by Dr. Franke-Fahle; 
and it had four and a half pages and they copied four of the pages 
identically, paragraph numbers and all, and then the part that they 
did not copy had to do with what it was all about, how much com¬ 
missions ana so forth. 

To say that we have had a company like the EDO corporation, 
that Northrop disclosed in their Ernst' & Ernst report and in their 
director’s report, is not correct. 

We have not had a comparable corporation to that; and why they 
wanted to copy us I don’t know, but yon can rest assured that they 
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are skillful people to do the amount of selling that they do, and I don’t 
ordinarily like to or care to comment if somebody refers to me and 
says why don’t you do it like Lockheed, but in this case in this EDO 
Corp., they did not copy that. 

Senator Percy. I aid not think when he said it to us you would be 
complimented, 

Mr. Hatjghton. The organization, as I recall from the business we 
did with them on both commercial and military sales we paid them 
approximately 1.8 percent of sales. 

Senator Church. I don’t mean to cut you off. I might say the sub¬ 
committee is looking into that particular matter and when we get all 
of the particulars we may want to come back and make it the subject 
of another hearing if that seems to be necessary. 

At the moment we don’t have all the facts. 

LOCKHEED AND INDONESIA 

Senator Percy. Specifically, on page 95 of our documents, I would 
like to ask both you and Mr. Cowaen to comment on a document now 
4 years after the moral statement was taken, and moral position taken, 
in Indonesia. Now we are up to November 25,1969. The memorandum 
from Mr. Davidson to Mr. Cowden indicated that a decree by the Saudi 
Arabian Council of Ministers requires a clause in all contracts specify¬ 
ing no agents have been paid to secure the sale of the equipment in 
question. 

Skipping to the next paragraph “it is my understanding that LAS” 
which stands for Lockheed Aircraft Services—is that correct? 

Mr. Cowden. That is correct. 

Senator Percy. Lockheed has accepted this as a necessary part of 
doing business in Saudi Arabia. They have signed and are now 
negotiating to sign contracts with such a statement included but with 
full intention of paying our representative his usual fee. 

-Skipping down, “it is my recommendation that our initial contracts 
submittal be patterned after GLX 160 and not include such a clause.” 

“Should it become necessary during negotiation to include this 
clause I recommend we do and adopt the same position as now used 
by LAS and LI A.” 

In other words, include it but pay no attention to it. Why was that 
position taken ? Is this because you felt that the decree issued by the 
Council of Ministers, which was Dasaad, was not really intended or 
did you feel the pressure so great to get business that you simply 
despite the decree, had to go around it and intend to continue your 
usual practice? 

Mr. Cowden. I don’t think we took this position as a corporation, ~ 
period, that Mr. Davidson refers to in this memorandum. I think he 
was stating what he thought at the time and my recollection of, and 
I have no idea personally what LAS did or did not do in this con¬ 
tractual arrangement—but mv recollection of the way that matter 
was handled was that we told our consultant that wecould not ob¬ 
viously live with that kind of—our understanding of what the original 
clause was. Our consultant is a recognized consultant of ours and 
businessman. He negotiated and we negotiated with government 
officials, and the clause was changed enough and recognized enough 
so it could accommodate our relationships with- 
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Lockheed’s conversations with tt.s. government 

Senator Percy. Finally, on the relationship with the Government, 
have you had, Mr. Haugnton, conversations with members of the U.S. 
Government that any time indicated to you the great balance of pay¬ 
ments problem this country had, the need for us to close that gap 
through military sales, be in contact with a very aggressive Depart¬ 
ment of Defense whose business it was to sell arms all over the world 
and-Somehow implicated or indicated to you that that was in the na¬ 
tional interest for you to go out and get more business and keep going 
and keep American sales going and that this would help the national 
interest a great deal; and second, was the implication at any time given 
to you to get that business you had to engage in practices that were 
known as common practices in the countries in which you did business ? 

Mr. Hauohton. I, of course, have heard from people in our Govern¬ 
ment about tjie need for exports. We read. We near. But I have not 
had anybody in our Government say I had to use any particular sales 
practice in order to export, in order to get business abroad. 

MR. HATJGHTON’S KNOWLEDGE OF PAYMENTS 

And while I am speaking, Senator Percy, if I may, I think I ought 
to make one thing clear. When I refused to let the fellows put another 
$100,000 on the fourth jet star for Indonesia, that airplane already had- 
some commissions in it, and I thought it was enough. 

I don’t want to lead you or the subcommittee or anybody to an indi¬ 
cation that I was through being a party to paying commissions, some 
of which might go to Government officials, back at that time. 

I don’t want to fly under false colors, and I appreciate you talking 
about that particular one; but I don’t want to indicate that some of 
these other things that went on subsequent to that time I didn’t know 
about, because though I didn’t know every detail, I knew many of' 
them, and I could have known them all. 

So I want to make my position clear so that it does not seem I am 
not being absolutely honest. 

Senator Perot. That is very candid and honest and probably lends 
more credence to the fact that this procedure that has been adopted 
does go back farther than I thought it did. 

the sale of the l-iou 

It does have relation to the 1011 and an anticompetitive position- 
you found yourself in and the necessitv for Government loans when 
your competitors were privately-financed. 

Was it necessary for you to make payments to permit commissions 
to be large enough so that it would involve kickbacks or payoffs in 
order to move your widebodied aircraft against competition in this- 
country ? 

Mr. Hattqhton. Well, we have paid commissions, high commissions 
on the sale of 1011 aircraft, and there is no doubt about that and we 
havo won some and we have lost some to our fellow competitors in this 
country, and we have lost some to foreign competitors, but to answer 
your question, yes; we have. 
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Senator Percy. To your knowledge, have yoij ever lost business on 
the L-1011 because some other competitor was willing to pay more in a 
commission, bribe, kiokback, or wnatever yon might, want to call it, 
than you were? 

Mr. Haughton. I couldn’t prove tha,t, suuj I think all of up in this 
country have lost some because of tho agsistnneo given to onr com¬ 
petitors abroad bv their governments in the sale of other services 
and goods and military products where we are unable to sell certain 
countries. 

Senator Perot. Thank you very much indeed, and thank you again 
for your candor. - 
Mr. Haughton* Thank you, sir. 

Senator Church. Senator Case hap said he has another question he 
would like to put, and I have two subjects to bring up. 

LOCKHEED AND INDONESIA 

Senator Case. These are two matters I would like to get into the 
record. They don’t relate directly to the payment of bribes just for the 
sake of getting business, but they have other implications. I refer you 
to Document 45, subject, Indonesia in 1971. 

Mr. McKinney wrote to Mr. Cowden, of your company, to tell how 
in 1971, the company arranged to bepome supplier oj.the Indonesian 
Air Force for the amount of $800,000, which Mr- McKinney said he 
learned was going to be spent by the Pentagon in the military sales 
program that year, and it appears that a $100,000 commission was 
paid for persuading the Indonesia military to. shunt that American 
military sales program item to Lockheed. 

I wish you would give me your understanding, about that.-_ 

Mr. Haughton. Well, I do not know the details of this. I will ask 
my two associates here. 

Senator Case. I would be very glad to have any explanation of what 
seems to be quite clear from the paper record of this transaction. 

This is more than just paying a bribe, this is paying a bribe to get 
American dollars. I won’t hold the committee any longer on this point. 
I would like to have any explanation in writing. 

Senator Chuboh. Could you submit that response in writing? 

Mr. Haughton. Yes, sir. 

[The information referred to follows:] 

(SUPPLIED BY LOCKHEED COBP.) 

The following written response was received on behalf of the witness: 

The document comprising pp. 45-47 la a sales representative’s report on a 
visit to the Indonesian Air force (AURI) headquarters for the purpose of dis¬ 
cussing a number of business proposals for modification and repair work as 
well as for the sale of new airplanes. 

Although mention is mnde of the I T .S. Defense Liaison Group having $800,000 
to support the entire Indonesian Air Force during 1071, it is not Lockheed’s 
understanding that these funds were available for the military sales program, 
as such. It was Lpckbeed’s understanding that these funds were available for such 
support in whatever manner was determined but by the appropriate U.S. authori¬ 
ties, including funding of direct contracts with suppliers. 

The $100,000 commission mentioned in this document had been paid in con¬ 
nection with prior sales and had no direct bearing on securing any of the busi¬ 
ness related to the $800,000 figure mentioned earlier in the referenced 
memorandum. 



373 


SALES tO SYRIA 

Senator Case. Theh the ether matter that is very troublesome to me 
is the suggestion, again I think not related directly to the matter of 
bribes, but showing up in the matters that we have here, namely, the 
use of various cover transactions in order to avoid American embar¬ 
goes on the sale of military equipment to certain countries. On page 5 
of the documents a memo from Marion Vandiver, is reproduced, and 
this matter is very clearly brought out. And the idea is illustrated 
again on page 121, where there is a cable laying out a proposal to fur¬ 
nish airplanes to Syria in spite of an American embargo, and the 
quotation here is “if we receive requests from Syria, we will respond 
^ * with a price and availability but there is considerable question as to 
- U.S. Government issuing export licenses for C-130 to Syria at this 
time.” That is January of 1975. If Saudi Arabia purchased and later 
transferred this to Syria, then it would be their responsibility to 
comply with the third party resale stipulations for the export license.” 
This seems to be clearly an attempt by the company to use Saudi 
Arabia to avoid an embargo by the U.S. Government against the 
sale of airplanes to Syria. I would be glad to have you answer that 
for the record, if you will, and explain it, because it seems to me a 
very serious violation of existing law and requirements and I think to 
a degree of American security. 

Mr. Haughton. Well, speaking to your question on page 5,1 don’t 
think anything ever came of that. I know that ideas come from the 
field about- 

Senator Case. Will you find out for the record and find out whether 
anything did come of that and makcf any comments you want? 

Mr. Haughton. Yes, sir. 

[The information referred to follows:] 

(SUPPLIED BY LOCKHEED COBP.) 

With respect to both the document concerning Indonesia at page 5 and the 
document concerning Saudi Arabia and Syria on page 121, the answer to Senator 
Case’s question Is that neither transaction actually occurred. 

Senator Case. The same is true of the last point I raised. 

Senator Church. I have some questions I would like to ask of Mr. 
Cowden. 

LOCKHEED SALES OF THE 0-130 

Senator Church. You are the chief salesman of the Lockheed 
(Georgia) Co.; is that correct? 

Mr. Cowden. For the international part; yes, sir. 

Senator Church. And in that capacity you are responsible for sales 
of the C-130, are you not, the Lockheed cargo plane? 

Mr. Cowden. Yes; to the international- 

Senator Church. For the international market ? 

Mr. Cowden. Yes, sir. 

Senator Church. Xow, in an earlier statement this morning, Mr. 
Haughton has said that the company, Lockheed, was forced to pay 
agent commissions and kickbacks because of the competition both 
from foreign aircraft companies and from other American companies. 



FOREIGN COMPETITION WITH THE 0-130 

What airplane competes with the C-130? Isn’t it true there is no 
'direct competitive aircraft ? 

Mr. Cowden, At the present time except for the Russian AN-12, 
there is not an airplane in production that we feel competes directly. _ 
However, there has been the Transall 160, which is jointly built by 
France and Germany, which was a direct competitor. 

Senator Church. Is it true almost none of those were sold? 

Mr. Cowden. That is correct. 

Senator Church. Not only in your own perception but in the per¬ 
ception of the market this particular aircraft had no sizable competi¬ 
tion ; isn’t that fair to say ? 

Mr. Cowden. That is fair to say. 

Senator Church. All right. 

Well, then, why pay an agent a commission or kickback for selling 
a C-130? 

Mr. Cowden. As Mr. Haughton said, we pay agents for a lot of 
reasons, for the services that they can render us in a country, the assist¬ 
ance that- 

Senator Church. You don’t pay this kind of money for that kind of 
service. You don’t pay $15 per head for every Saudi Arabian because 
of the services they can render in showing you directions on the streets 
or introducing yon to certain people they may have been acquainted 
with. We know what this is all about. And my question is, why do you 
even pay commissions or kickbacks or bribes when you don’t even have 
a competitor for this plane ? 

• 

COMPETITION BETWEEN AIRPLANES AND OTHERS ITEMS 

Mr. Cowden. Because we are frequently competing, not necessarily 
with another airplane just like ours, but we are competing for the 
sales dollars that would be spent on something else. 

Senator Church. Such as? 

Mr. Cowden. Such as fighter airplanes, such as tanks, such as guns. 

Senator Church. That is an extraordinary argument. Such as Kel- 
logg Corn Flakes. I mean, what you are really saying there is if we 
-don’t get their dollars, they might spend them for something unrelated 
to aircraft. It is not the competition for aircraft that is involved 
because you have conceded that aircraft, they either want it or they 
don’t, but simply because if you don’t pay commissions they migKt 
buy food or they might buy something unrelated to aircraft. 

You see, this is where the whole practice becomes so venal. If you 
"base your sales on payoffs to government officials, and make them 
rich, then you force these governments in the direction of military 
sales purchases when other purchases might be far more beneficial 
to them and to their people. 

You cannot come here and argue that even though the C-130 had 
no competition, they might have bought something else if you didn’t 
engage in the payoffs. 

Senator Percy. I am reminded of the comparison with Cook County 
which will be one solid sheet of concrete if we keep paving it over this 
way. I suspect that there is a relationship between desire of public 
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officials to keep paving and the kickbacks that contractors frequently 
are noted for giving, and this practice has been taken in this country 
as well I would imagine and it is not unusual that in foreign countries 
the decision to buy this aircraft would be made even if they do not 
need it because they know it is the quickest way to get a payback. 

Senator Church. The quickest way to get rich. 

Here I want to read from a memo to illustrate this point. It is a 
memo from Cederberg to Mr. Crockett and it is on page 35 of the 
documents. It says: 

I reviewed with Ned the C-130B proposition to Indonesia which Joe Morris 
and I discussed with you Tuesday afternoon. Ned felt that it contained all of 
the elements that would appeal to them although increasing the C-130B price 
to $1.8 million might need some explanation. He thinks that our offer of $650,000 
for the Jet Star might be accepted in light of the commission. 

When he was in Djakarta last week, Ned asked if he understood the amount 
of commission paid could affect the price in the sale and he laughed and said he 
understood that very well. That is the Indonesian official speaking. 

8TOPPING CORRUPTION 

It seems to me to lay it out verv plainly that when you pass fat wads 
of money to these foreign officials, you greatly influence whether they 
are going to buy an airplane or w hether they are going to import some 
wheat, and so the process affects even the decisions of the foreign 
government with respect to their commodity purchases, and then 
when you add the cost of the sale, and when you pay commissions 
based upon the size of the sale, what you are really doing is working 
out a system where the bigger the payoff, the bigger the kickback, or 
the bigger the bribe, then the bigger the profit for the company, and 
the greater the diversion of resources from poor countries to the pur¬ 
chase of this kind of stuff. 

Now, that system somehow has got to be corrected or you will never 
get the corruption out of it; and if anybody doesn’t believe that is 
important to the survival of the free enterprise system, they ought 
to look at the result of the latest Italian election where the Communists 
made startling gains because of the common perception that the Com¬ 
munist Party was the only one that wasn’t involved in gigantic ripoffs. 

It has got to stop and we have to find a way to stop it. We have to 
find it together. You have to not only come forward with recom¬ 
mendations as to how this can lie stopped, but we have to work out a 
comprehensive program for stopping it. That may require legisla¬ 
tion. It may require further disclosure procedures by SEC. It may 
require international protocols. Rut we have got to do it. 

Now, I have just a fow r questions about Indonesia, then T will ask 
Senator Biden to ask whatever questions he may have in mind. 

THE DAS A AD FAMILY 

As I read the documents on Indonesia, you had an agent there, 
you had the Dasaad family as agents during the Sukarno regime. 
When Sukarno was displaced bv Suharto, the question came up as to 
whether the Dasaad family had any influence with the new govern¬ 
ment, and whether he should be dropped. As I understand the docu¬ 
ment, the Dasaad family was dropped. Then on May 14, 1971, in a 
memo from Dobbins to Mitchell regarding a conversation about a 



high-ranking officer in the Indonesian Air Force, having to do with 
agent fees, I read the following: 

X and one of his deputies are well aware that we paid commissions to our 
consultant. The/ 6tated that since the consultant is no longer in the picture, 
they expect commissions to be paid directly to a numbered bank account in 
Singapore which they say is a Support fund. 

Mr. Levinson. Page 48 of the documents. 

Senator Church. Page 48 of the documents^ 

That was known, wasn’t it, as the Widows and Orphans Fund, and 
are Singapore bank accounts kind of like Swiss bank accounts in 
Europe? 

Mr. Haughton. I don’t know. 

Senator Church. You don’t? 

Mr. Haughton. No. 

Senator Church. I am told they are. 

THE INDONESIAN AIR FORCE 

Reading on from the memorandum, and further from an earlier 
February 18, 1970 memorandum, from Mr. Ridings to Mr. Johnston, 
about the contingent liability fund for the Indonesian Air Force— 
page 38 of your documents, I read the following: 

“As a necessary part of doing business with the AURI”—is that 
the Indonesian Air Force- 

Mr. Haughton. Yes, sir. 

Senator Church [continuing]. “We had to si.<m an agreement to 
repay 5 percent of it to the amount of contract GLX 199 or $15,000 
to the AURI. 

“I want to advise further that this will be a way of life in any 
future business dealings with the Indonesian Air Force.” 

So now you have eliminated the agent and you are paying directly, 
are you not, to the Air Force itself? 

Mr. Haughton. That is what happened there, yes. 

THE WIDOWS AND ORPHANS’ FUND 

Senator Church. Can you tell us something about the nature of 
the widows and orphans fund? Do you know anything about it— 
except that that was what is was called ? 

Mr. Haughton. Wall, Senator, I have inquired about that, but I 
have to tell you I don’t have a satisfactory explanation as to what 
this organization is. 

Senator Church. Can you tell us how much money wont to that 
organization, that you don’t know about ? 

Mr. Haughton. I don’t know how much. 

U.S. AID PROGRAMS 

Senator Church. Do you know the U.S. Government is involved 
in an aid program to Indonesia with public money, our own money, 
that amounts to hundreds of millions of dollars? 

Mr. Haughton. I know we have had aid programs there. 



DISCUSSIONS WITH THE AMERICAN AMBASSADOR 

Senator Church. Did you ever take this matter of directly paying 
what you Call a kickback, I guess, to the Indohesia Air Force with the 
American Ambassador in Djakarta? 

Mr. Haughton. Not to my knowledge. 

Senator Church. Did any other member of the company ever think 
to bring it up with the American Ambassador ? Have any of these 
practices involving payoffs or kickbacks or bribes, which we have 
been discussing this morning reported to your board of directors? 
Were they reported prior to the investigation that led to this hearing? 

Mr. Haughton. No, the first time that these were reported to the 
whole board of directors was June 23rd of this year. 

Senator Church. That was after our Northrop hearings in this sub¬ 
committee, was it not? 

Mr. Haughton. I believe that is right. 

Senator Church. That is part of the same pattern about which I 
have remarked before, that large American companies engaging in 
these practices refrain from advising the board of directors, whim is 
usually the last to know, rather like the Congress. 

Senator Percy. Mr. Chairman. 

USE OF CONSULTANTS 

Senator Percy. Referencing your picturesque language, I have just 
one question involving language used on pages 88, 89, 90, and 91; and 
I read right from the top of page 89. 

“It is quite apparent that consultants”—but the word is crossed 
out—“past and current performance in keeping”—sanitized, deleted, 
expletive—its name—“Happy remains effective, remembering that 
blank is one of the key people we must satisfy with not only what we 
do but also with how we do it,” efc cetera. 

What was the code name Locust used for, and why was this document 
sanitized to change “Locust” all throughout the document to the word 
“consultant?” Was that Locust a code name that was used for your 
consultants before and how did you happen to use the word “Locust?” 
What is the implication ? . 

Sir. Haughton. I don’t know; do you ? 

Senator Percy. This memorandum was to Mr. Cowden. Maybe he 
can answer. 

Mr. CoIvden. I think that the answer is yes, that is a code word for 
a consultant, and they are selected by a computer, as a matter of fact. 

Senator Church. The code words are selected by a computer? 

Sir. Cowden. That is right. 

Senator Church. That is amazing. 

Senator Percy. It is amazing. I don’t know if IBM is wrong when 
they have this code word “think”—maybe a computer can think, and 
it came up with the right word. 

Senator Church. Even the computer had a conscience. 

Senator Biden. 

Senator Biden. Thank you very much. I truly appreciate the op¬ 
portunity to sit in on this hearing, although I am not a member of this 
subcommittee. 
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Senator Church. You not only have that opportunity, but I am 
now going to turn the remainder of the hearing over to you as the 
ranking Democrat because I have to leave at this point. 

Mr. Haughton. May I make just a short statement before you 
leave, sir ? 

Senator Church. Yes. 

MR. HAUGHTON’s RESTATEMENT OF LOCKHEED POSITION 

Mr. Haughton. I thought because of my discussion with Senator 
Percy and others here today, that I would like to reread paragraph 3 
at the bottom of my statement on the first page that says: 

^ Contrary to a number of interpretations that have been circulated, Lockheed 

*** does not defend or condone the practice of payments to foreign officials. We 

only say the practice exists and that in many countries it appeared as a matter 
of business judgment necessary in order to compete against both U.S. and 
foreign competitors. 

I want to be sure our statement is on the record. 

Senator Church. I think you have made the point and emphasized 
it in the course of the discussions this morning. 

Senator Biden. 


QUESTIONS OF SENATOR BIDEN 

Senator Biden [presiding]. Thank you. 

These hearings are really fascinating. You are one of the most 
fascinating men I have listened to. Your concept of morality is very 
intriguing to me. The chairman has said we have got to search for 
a way out of this. I am not sure I want to look with you for a way out* 
to be perfectly blunt about it. 

CONCEPT OF MORALITY 

When you explained a little bit earlier about how in fact you 
thought this thing should be played, it reminded me of the rationale 
used over the last couple of years by some of our friends involved in 
politics. In short, if my opponent is stuffing the ballot box, then I had 
better damn well stuff the ballot box. That is the American way. That 
is the way we have to do it. If it interferes with what the law says,, 
and what our concept of morality is supposed to be, well, that is just 
the price of doing business. 

I am in business; I am a politician; I am in the business of getting 
elected, so I would assume you would condone my stuffing the ballot 
box because my competitor is stuffing the ballot box. 

Mr. Haughton. No, sir. 

Senator Biden. Then I would be curious to know why not? 

Mr. Haughton. In the first place, it is against the laws of the 
United States. 

Senator Biden. That hasn’t stopped you. 

Mr. Haughton. I haven’t stuffed any ballot boxes. 

Senator Biden. You have done a hell of a lot worse than stuff a 
ballot box. In my mind, you may have corrupted the system com¬ 
pletely, to the point of having people making gains in other countries: 
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who reflect your point of view, who do more than we could ever do* 
in our whole policy of containment of communism. You have a situa¬ 
tion in Italy, pointed out time and again, where Italians aren’t em¬ 
bracing the Communist Party because of the fact the Communist 
Party represents a point of view they reflect. They are embracing 
the Communist Party because other parties have been shown to be 
so replete with corruption they have no place else to turn. 

I am curious. I would like to hear what you didn’t do. You told us 
what you did do. I would like to find out whether or not you in fact 
think that there is any way—well, maybe I should drop this whole 
thing. 

Mr. Hatjghton. I think our statement, Senator—I think our state¬ 
ment is clear on our position on this whole subject. 

Senator Biden. I guess that comes from lack of experience. Your 
statement is clear, and what you say confuses the clarity of your 
statement in my mind. I end up not knowing what you are saying. 

I will try to be specific and short. 

No. 1.1 can understand your saying that in order to compete, in the 
interest of your company and in the interest of America, because we 
need exports—you, in fact, had to engage in practices that you may 
not have liked, and if anything, all you were doing was adding to the 
price of aircraft and the cost of the aircraft. 

POSSIBLE VIOLATIONS OF TAX LAWS 

The ranking Republican didn’t go into this in very much detail, but 
the documents are replete with the question of how you handled these 
dealings in ptlier countries vis-a-yis our domestic tax structure. I 
wonder how you handled and decided to treat your dealings abroad. 
It takes on a whole other question, it seems to me. 

If, in fact, you are violating the law, you are directly cheating 
the American taxpayer.If, in fact, it is a violation of the law, it 
means less tax revenue to maintain the same service. 

My father pavs more in taxes because people like your company 
don’t comply with the law. So you are flat out—if it can be proved that 
you did violate the tax laws of America—directly cheating the Amer¬ 
ican Government. 

It seems to me that if you say we have got to compete over there, 
and that the only way we can do it is to pay off Charlie or we have to 
kick back to Charlie, that is one thing. It is a completely separate issue 
when you take that action you didn’t want to engage in and try to 
use it to your financial advantage domestically, which irf fact impacts 
upon the tax structure of this country. 

I think that is an important distinction to be made, assuming that 
you in fact did violate'the tax law of the United States. 

It is clear from the statement that was read that vou sure were going 
to try all you could to find a manner and means by which you could 
treat this payment process. You had a broad power tax advantage 
domestically. You were conscious of that. Your attorneys were con¬ 
scious of that. Your representatives were conscious of that. You 
evidenced that in a memorandum. It seems to me that is a completely 
different picture. I do not know how that comports with your concept 
of moral dealings. 



Mr. Hauohton. I want us to pay all the taxes to the United States, 
both from a personal standpoint and a corporation standpoint, that 
we are supposed tb pay under the lawsfrfthe Uftited States; arid Ve ate 
re-reviewing all of our tax submittals for several years. It will not 
affect the amount of payment in the year term because due to our severe 
losses, we haven’t been paying tax, but on the other hand, the tax 
reports must be correct; and they must be complete, and we want to get 
them in that position if they are not already. 

Senator Biden. I will try to ask short specific questions. 

SALES PRACTICES OF THE SOVIET UNION 

No. 1. Do you know whether or not. or do any of your representatives 
at the table know whether or not wnen the Soviet Union sells arms, 
they enrage in the type of practice you do abroad ? 

Mr. Hauohton. I don’t know their sales practices. I just don’t know. 
Senator Biden. Do either of you gentlemen know ? 

Mr. Cowden. No. 

Mr. Ridings. No. 

SALES PRACTICES OF OTHER COUNTRIES 

Senator Biden. Do you know the sales practices of any of your com¬ 
petitors, whether they are French, the European consortium, or the 
Dutch ? 

Do you know whether tHfcy engage in this kind of practice ? 

I would like to go down the line and work our way around. 

Mr. Hauohton. This article we inserted in the record, I don’t know 
if you were here, this was in the Sunday Telegraph in London, Sep¬ 
tember 7, written by Mr. Greenfield. 

“In Baris, bribes boost French arms.” Th^t is an indication at least 
that they do this and- 

Senator Biden. Well, I will try to clarify the question. Before you all 
read that article, were any of you aware of the fact that any of your 
foreign competitors, whether they be French, Dutch, or otherwise, 
were competing in the same manner in which you were ? That is, were 
they offering kickbacks, or whatever term you want to use, for money 
on top? 

Mr. Ridings. I do not know the details of their arrangements but 
most major manufacturers, be they European, American, or what, are 
represented overseas bv consultants or agents. 

Senator Biden. Is the Soviet Union represented overseas in the same 
wav? 

Mr. Ridings. I don’t know about the Soviet Union, details of their 
business transaction. I don’t know. 

Mr. Cowden. I don’t know. 

Senator Rtden. You all didn’t know, yet, you felt it was necessary 
for competition? 

Mr. Hauohton. I think this article about the French is right clear 
and- 

Senator Biden. But it is after the fact. 

I am talking about for the past 10 years, you have been engaging in 
these practices. 
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Mr. Hauohton. I think we had a case in India, I don’t think there 
is any doubt about it; but if you ask me to go prove it, I cannot prove 
it. 

Senator Biden. Let me see if I understand the rationale. I guess I 
just am a little slow. 

, THE NEED TO BE COMPETITIVE 

You say the reason for engaging in these practices is to stay competi¬ 
tive. You needed to do it in order to be competitive, is that correct? 
That is your basic premise? 

Mr. Hauohton. You have to do it to be competitive not only with 
foreigners but with- 

Senator Biden. With anybody. 

Mr. Hauohton. With anybody. 

Senator Biden. You did it just to be competitive. So your basic prem¬ 
ise for doing what I suspect, at least I hope you feel to be at least an 
unsavory practice, involving your company was that you needed to do 
it in order to be able to compete with competitors, domestic and for¬ 
eign, to sell your product; is that correct? 

Mr. Hauohton. That is right. 


WERE OTHER8 ENOAOINO IN KICKBACKS 1 


Senator Biden. OK. Now, the next question I ask you is implicit in 
that basic premise. You know that your competitors are engaging in 
the same practice. Yet, you all sit here and look me straight m the eye 
and you say, well, I just read in the English paper. When did you find 
out? Because if you didn’t know, until you read it in the paper, then 
you guys have a faulty basic premise upon which you are acting be¬ 
cause you didn’t need to do it in your own mind, because you didn’t 
know the competition acted in that way. 

So I would like some straight answers. Did you know that other com¬ 
panies, domestic or foreign, were specifically offering kickbacks, as you 
did? 


You cannot convince me that the guy you are kicking back to is not 
saying to you or one of your agents at some point: Hey, look, I am 
getting $100,000 for you, Harry is getting $175,000 from whomever 
else. You guys didn’t know that was going on. 

Mr. Hauohton. Well, I don’t think we know specifically case by 
case as to what the competition did or didn’t do. 

Senator Biden. You knew enough to spend $100 million above the 
cost of the aircraft though, did you not? 

Mr. Hauohton. What is that ? 

Senator Biden. You had enough information to warrant a business 
judgment. 

Mr. Hauohton. That is not just on aircraft, that is on a lot of other 
things that other countries ana other companies could very well com¬ 
pete. 

Senator Biden. The only reason you spent $202 million in the way 
you did was to compete, right? That is a time-honored free enterprise 
Business response. We did it in order to remain competitive. You spent 
$202 million of your shareholders’ money and Federal Government 
money and anybody else’s money in order to stay competitive. 
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Now, much of that $202 million, if not all of it, was spent by way of 
kickbacks or agent’s fees. I assume that you made that judgment based 
on some facts. You didn’t just wake up one morning and say, “Maybe 
my competitors are kicking back ana have agents, so because they 
might, I am going to go ahead and make a decision to spend millions 
of dollars to kick hack to agents.” 

Obviously, you knew or you had significant reason to believe that 
domestic companies and foreign companies were in fact engaging in 
the practice whereby they kicked back. 

EVIDENCE OF KICKBACKS BT OTHERS 

Now I ask you again, what evidence of kickbacks on the part of 
other companies did you have? Keep in mind, if you had none, then if 
you follow a logical line of reasoning in the syllogism we put together 
from a basic freshman logic course—your rationale for testifying be¬ 
fore us today is nonexistent. 

Mr. Haughton. Well, we said we had reason to believe. 

Senator Biden. What reason ? Give me specifics, please. 

Mr. Haughton. Well, a lot of times we don’t win, we lose. 

Senator Biden, I see. 

So you assume you lost because of dirty pool and not because your 
competitor had a better product. 

Mr. Haughton. And we hear gossip but we don’t go on that basis 
as being absolutely a fact that we mow. 

Senator Biden. You went to the point of spending millions of 
dollars. 

“A WAT OF LIFE” 

Mr. Haughton. From smart reporters in the New York Times or 
the Washington Post or any place you want, you can read that this is 
in fact a way of life overseas. 

Senator Biden. Did the reporters from the Times or the Post con¬ 
sult with you in 1962 to advise you of that fact ? 

Mr. Haughton. No. 

Senator Biden. Why in the hell did you make the decision in 1962? 

Mr. Haughton. Because we were engaged in trying to compete in 
the foreign market and we competed according to the customs and 
the ground rules that were in effect out in those foreign markets. 

Senator Biden. OK, you have answered the question by not answer¬ 
ing the question. I want the record to be clear that you have done just 
that by skirting the response. 

If you made your business judgment on gossip, and nothing more, 
you are one lousy businessman, if you excuse the expression. You are 
too good a businessman to have operated just on gossip. So obviously 
you guys knew something pretty significant, and specific. You are 
sitting nere before a Senate committee under oath telling me that you 
didn’t know anything specific about the actions of-your competitors. I 
think that this is just further evidence of the reprehensible conduct 
on the part of you and your company. Excuse me for being so blunt 
about it. 

“phony answers” 

I have not been around here long enough to n.do 't the proper Sena¬ 
torial protocol—to say “yes” and “no, sir.” I think your answers are 
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phony. I quite frankly don’t like it a whole lot. Thank goodness your 
company is not located in Delaware and employing Delawareans. I 
don’t have to reconsider what I said to you. 

Senator Percy. Senator Biden I have a 12:30 appointment. 

Senator Biden. I think any further questions I ask would reveal my 
prejudice and so I will cease and desist. I won’t thank the witnesses 
for their testimony, but I thank the committee very much for allowing 
me to sit in. I apologize if I have altered the decorum in any way that 
is not appropriate for this committee, but they are not getting straight 
answers. 

QUESTIONS OF SENATOR PERCY 

Senator Percy. Mr. Haughton, I would like to end my part of the 
questioning of you by going back to some of the basic principles with 
which we are grappling. 

Again, it is really not our function and purpose in this subcommit¬ 
tee of the Foreign Belations Committee to perform an investigatory 
function of just one company or its practices, we are looking for prin¬ 
ciples, and what we are leading toward is what should we do about 
all of this. Our objective is possibly legislation or nonlegislation or 
regulation or nonregulation, but we have got to do something as a 
result of these hearings and your help and the help of others who have 
appeared before us can be very useful indeed. 

CONGRESSIONAL ACTION NEEDED 

In your statement, you state the need for uniform standards and 
criteria known in advance by the companies so that companies know 
what the rules of the game are. In fact, you said you want them as soon 
as possible. The same thing in our oil situation. Uncertainty is worse 
than anything else for anyone dealing in any business. Congress is 
sitting on a lot of things. We have got to clear up this thing, establish 
policy, and hopefully work closely with the administration m so doing. 

Should the Congress, in your judgment, make payment of bribes 
abroad in connection with military sales, illegal under the U.S. law ? 
s Mr. Haughton. Yes, sir, I think you should. 

Senator Percy. Should it define bribes in terms of practices which 
would be illegal if done in the United States ? 

You have given a definition here, but should we in looking for a defi¬ 
nition, look for one that would apply if the practice were engaged in 
right here in the United States and would be looked upon as illegal? 

Mr. Haughton. I don’t see any reason for it not to be the same as 
it is in the United States, if that is what we decide as a country we 
want to do. 

r public disclosure of payments 

Senator Percy. Should the Congress require public disclosure of all 
commission or agency fee payments made abroad for such sales? 

Mr. Haughton. I don’t—— 

Senator Percy. In other words, public disclosure is one way of get¬ 
ting at a situation. We have applied that to ourselves. We hf\ve tried 
to. Public disclosure of campaign contributions, and so forth, has al¬ 
ready stopped a tremendous amount of the abuse that was engaged in 
before in our American politics and politics around the world. We 
have at least established a policy and said it ought to be publicized. 



384 


In this case should we require public disclosure of commissions or 
agency fees paid for sales abroad, and I mean now military sales? 

Mr. Haughton. That can be done. 

Maybe you want to have them disclosed, if there are any exceptions 
to the rules that you lay down. I don’t know if you want to report them 
all in detail or whether you want to report them in total. 

Senator Perot. Lockheed has taken a very clear policy position now 
on September 8. You have enunciated a policy very clearly here today 
that you think there ought to be a uniformity of rules, that you now ex¬ 
press to this subcommittee and to the Congress, to the Secretary of 
State, to the Secretary of the Treasury, to the Secretary of Defense, 
or any representatives in one of those three agencies, either you or 
your representatives. 

Mr. Haughton. Well, of course, in hearings before the Senate 
Banking Committee, where Secretary Simon also appeared, I thought 
we made our policy amply clear. I have not talked with the Secretary 
of State about it, or the Secretary of Defense. 

Senator Percy. When this issue was discussed, and Secretary Simon 
had spoken out very strongly on this matter as it relates, to Lock¬ 
heed—have you impressed upon the administration the necessity of 
working with allied nations in international meetings to correct this 
situation so that uniformity not only applies to American companies 
but uniformity applies to all companies doing business throughout the 
world. 

Mr. Haughton. Well, at the time of the Senate Banking hearings, 
Senator Tower as I recall, suggested this to Secretary Simon, who was 
soon to attend an International Monetary Fund meeting held here in 
Washington. He asked him, and the Secretary said he would take this 
up at that time. 

I have not heard what, if any, results came of that, but that is the 
only effort in that regard with foreigners that I have heard about up 
to now. 

Senator Percy. Finally, because I have determined to take this up 
_ as an adviser to the Secretary, along with other Members of the 
Senate and the House for the special session of the U.N., that it be 
contained as a part of the work documents that we present to the 
United Nations for discussion, because I think in the end the people 
of these nations pay the cost, somehow it comes out of their hide, 
and as the chairman has said, it has got to be taken out of food, has 
to be taken out of education, has to be taken out of something, and 
the incentive to buy more military products than many of these coun¬ 
tries really need has to somehow be removed, and there is going to be 
reluctance, a resistance to this, but somehow we have got to, again 
through an international forum, work to get uniformity of practice. 

* I would be interested if you have had any reaction from the admin¬ 

istration to your suggestions because I certainly will want to contact 
the administration and ask them to take the leadership in this. 

Mr. Haughton. I related to you the contacts that I had heard and 
also we advocate that we have an international understanding on this, 
so I am in agreement; but if you are asking me if I had been to see 
these other people, I haven’t up until this time. We have been right 
busy with getting investigated and other matters, as you know, in 
addition to running our business. 
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Senator Perot. Mr. Chairman, I would ask unanimous consent 
that the record of these hearings be kept open so that further ques¬ 
tions can be submitted to Mr. Haughton for written reply. 

Senator Biden. Without objection. 

Mrs. Lewis. If that was the case, I am very startled that the corre¬ 
spondence relating to the arrangement with Mr. Orara took place 
from the private home of an employee of Lockheed Co. in Georgia 
and all mail from Mr. Orara was sent to that place. 

Doesn’t that strike you as unusual ? 

Mr. Haughton. I wasn’t aware of that. I don’t know why that was 
done and I don’t have any answer for you on that. 

Mrs* IiEwis. And if it was so normal, there wouldn’t have been 
^ any need for Mr. Orara to ask for his expenses; if they were perfectly 
* normal they would be covered by the Lockheed Corp. 

Mr. Haughton. Well, ordinarily people who work for Infoplan, 
they get paid by Infoplan. 

Infoplan bills us, and it is not surprising that if you ask somebody 
to do some extra effort, and he thinks maybe he is not getting paid 
enough from Infoplan, that we would pick up some of the expenses 
that we may feel may be outside of the charter that he had. 

I don’t think anything ever came of it but I don’t know that. 

Senator Percy. I think I have used'my time up. 

Senator Biden. I have no further questions. 

Senator Percy. I have no further questions. 

THE PHILIPPINE DOCUMENTS 

Mr. Levinson. Mrs. Lewis -has one or two questions in connection 
with the Philippine documents and Philippine case which she has 
asked on behalf of Senator Case that she be allowed to ask. 

Mrs. Lewis. In the Philippines your company entered into an 
agreement with a man named Buddy Orara, who was employed by 
McCann Erickson Co. 

According to the documents, one reason you hired him—this is on 
page 201—was that he is “apparently well connected politically,” 
in fact, was employed in the office of the President of the Philippines. 

I was interested in finding out how an arrangement is made in order 
to hire as a consultant somebody who worked for another company? 
Did you call McCann Erickson in the United States ? 

Mr, Haughton, May I explain that to you ? 

McCann Erickson handles our public relations and service calls 
and Infoplan. McCann Erickson handles our public relations, where 
we do not have people stationed around the world. So by reason of 
the relationship between Lockheed and McCann Erickson and Info- 
plan, he was on our payroll, by not being an employee but being paid 
by us through McCann Erickson, just part of the overall payment 
that we pay McCann Erickson’s Infoplan around the world for PR 
work. 

Mr. Levinson. The essential point, it seems to me, Mr. Haughton, 
in the Philippine case, is the question of advising Indonesian officials, 
or the proposal to advise Indonesian officials as to how to avoid an 
American embargo during the Sukarno period. Some of the docu¬ 
ments in connection with Iran, which evidenced the fact that the com- 



pany, at the level of Mr. Kotchian, who I understand is the president 
of the company, is urging Iranian officials to buy aircraft which in 
turn will enable them to argue to the Pentagon that for Iran’s pur¬ 
poses the cost of the U.S. aircraft will go down. Isn’t, the analogy 
that you will use the U.S. Government facilities when it is convenient 
to you, you will go to the Embassy in Indonesia and you will seek 
intelligence as to whether or not you ought to use an agent; and you 
will get Colonel Slade to get CIA to find out whether or not the buy 
is still with the Government? 

When it doesn’t suit your convenience, what you do, essentially, is 
find a way to undermine the stated policy of the U.S. Government, 
whether it is a good policy or bad policy; and the question then is 
whether a company like yours really simply uses the U.S. Government 
as its convenience and undermines U.S. policy when it is convenient 
from the point of view of promoting sales. 

Mr. Haughton. Mr. Levinson, that is not the policy of Lockheed 
Aircraft. The policy of our company is to abide by our Government’s 
wishes. 

Mrs. Lewis. Jerry cut me off, but I would like to resume the ques¬ 
tioning that I began, then Senator Percy, who has something a little 
bitpersonal to relate, wants to pick up from there. 

Senator Percy. I think, if you would yield for just one moment, 
then I have to leave. But I am anxious that you do have a full* chance 
now to ask on behalf of Senator Case all the questions that you have. 

m’CANN ERICKSON 

I am interested in the McCann Erickson situation. They were used 
for two decades at Bell & Howell. I have never heard, however, of the 
practice that is mentioned on page 201 as referenced by Mrs. Lewis, 
where an employee of McCann Erickson asked for a kickback to him¬ 
self if he does something, and on page 205 I noticed in this letter that 
is sent to Mr. KcKinney, he indicated that there is mention here with 
reference to the fact that he wants to be reimbursed and rewarded 
later on. 

Did Lockheed ever make a payment to this employee of McCann 
Erickson personally, other than the salary ? 

Mr. Haughton. Not to my knowledge. 

Senator Percy. To the knowledge of anyone here ? — — 

Mr. Haughton. Ed, do you know ? 

Mr. Ridings. Not to my knowledge. 

Senator Percy. Would you, for the record, supply that informa¬ 
tion as to whether or not at any time a request for kickbacks to him 
were acceded to and, last, I would be interested because McCann 
Erickson did not handle our public relations, we did that ourselves. 
Have you increased the account substantially recently with them 
because of your predicaments? 

Mr. Haughton. No. 

[The information referred to follows:] 

The witness subsequently answered for the record that no request for kick- 
backs or similar payments were made by Mr. Orara. 

Mr. Haughton. We have had to increase them from time to time 
because of the severe inflation around the world. We have quite a bit 
of inflation here. There are some places in the world where inflation 
is even more and we have had to increase. There have been places in 
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the world where we did not have coverage by them and asked them 
to put on coverage. - 

But to answer your question, we haven’t increased their pay on 
account of our predicament, we increased it on account of inflation, or 
on account of additional work we wanted done for which they were 
entitled to be paid. 

Senator Percy. It has taken a lot more of management’s time away 
from the business because of this situation. 

Thank you very much. 

THE PHILIPPINES—CONTINUED 

Mrs. Lewis. To resume, on page 203 of the documents Mr. Mc- 
£ Kinney writes to Mr. Orara and outlines what Lockheed expects. Mr. 
Orara is told to engage in a campaign to stimulate public knowledge 
and even—I am quoting now—“public indignation,’’ that the Philip¬ 
pines had been sold the C-119—that is not a Lockheed plane, is it? 

Mr. Haughton. No, ma’am. 

Mrs. Lewis. By the Pentagon, rather than a Lockheed plane wiiich 
is the 0130. That is a Lockheed plane ? 

Mr. Haughton. That is a Lockheed plane. 

Mrs. Lewis. Is it customary for Lockheed to stimulate opposition 
to U.S. Government action in foreign countries where it operates? 

Mr. Haughton. No, it is not. It is not our policy to do that. 

Mrs. Lewis. How did this happen to be done? 

Mr. Haughton. This happened to be done because of the difference 
in the two types of aircraft, and no reflection on the £M19, but it is 
a much earlier model airplane than the C-130 and, as I say, no reflec¬ 
tion on the airplane, it was of another time period, two different 
engineers-- 

Mrs. Lewis. Well, in the letter to Mr. Orara, Mr. McKinney then 
refers back to a document that was issued by the Air Force or by some 
Air Force official in Brazil, in which they also objected to being sold— 
now I am reading from Mr. McKinney, quoting from the Brazilians, 
“cast-off junk.” 

Do you have any reasons to believe that Lockheed might have 
stimulated this Brazilian campaign ? 

Mr. Haughton. I think we stimulated the Brazilian aircraft be¬ 
cause it was a sale to the Brazilian Air Force, and it had nothing to 
do, in my opinion, with U.S. Government policy. We had the product 
for sale and we were trying to sell it, and in the case of Brazil they 
have bought C-130’s. 

In the case of the Philippines, they bought C~130’s for commercial 
use out there, but I do not think they ever bought C-130’s for military 
^ use, and even though the C--119’s were going to be given to them, I do 
not think they accepted those either, but I am a little unclear. 

Mrs. Lewis. You don’t remember. It is not certain that that cam¬ 
paign succeeded. Let us look at what this campaign involved. 

Among the reasons why Mr. Orara bore these extra expenses, he 
was attempting to stimulate a certain kind of article in a business 
publication. Business publications tend to be, in countries like the 
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Philippines, reasonably conservative and supportive of government, 
they tend to be pro-American, don’t they ? - 

Mr. Haughton. I cannot tell. I am not familiar enough with their 
publications to give you a good answer. 

Mrs. Lewis. Would you be willing to say that? 

Do business publications tend to be pro-American in the Philip¬ 
pines? 

Mr. Cowden. I have no idea. 

Mr. Haughton. They answer that they don’t have enough knowl¬ 
edge to give you a good answer. 

Mrs. Lewis. Then Mr. Orara, according to the documents, planted 
a story with the business publication at a cost to him that was not 
normally covered by his arrangement with McCann Erickson, or those 
of McCann Erickson and the Lockheed Corp.; and he fed a story to a 
major business publication which made an expose of the fact that the 
Pentagon was trying to sell inferior aircraft to the Philippines, 
according to the document. 

Mr. Haughton. I think they were trying to give them to them, 
but- 

Mr. Cowden. That is correct. 

Mrs. Lewis. In fact, he was attempting to influence the Philippine 
Government through a press story to take these plants from the 
United States? 

Mr. Cowden. That is right. 

Mrs. Lewis. And inevitably, he said, “moving in the local circles 
with this kind of objective involves financial requirements, whether 
one is dealing with press people, government people, or army officers.” 

Would you care to comment on that? 

Mr. Haughton. I don’t have any further comment on it, Mrs. Lewis. 

Mrs. Lewis. So one can assume that the implication of this docu¬ 
ment that press people were purchased in the Philippines was not 
questioned by Lockheed. 

Mr. Haughton. Would you say that again ? 

Mrs. Lewis. You had no reason to doubt that Mr. Orara did make 
payments to members of the press in the Philippines? 

Mr. Haughton. That is right. But you never asked. 

Mrs. Lewis. I did ask one way or the other. 

Mr. Haughton. The man doesn’t even work for us except through 
another company. 

Mrs. Lewis. Senator Biden has some more questions. 

Senator Biden. I am going to have to leave at 1 o’clock. I would 
like to get into one other area that may be of some interest. 

Mr. Kaplan’s memorandum to the file, on page 87, dated August 15, 
1968, indicated that the Saudi Arabian director of materiel com- 

E lained, because he thought that overhead charges were too high, and 
ecause you took a profit on your overhead. 

My question, and I would be happy to read the pertinent part of that 
document if you would like—I am quoting from page 87, paragraph 
10, which says: 

“Harley then met with the Director of Materiel who indicated he thought the 
overhead charges were too high. He did not understand why there was a profit 
on the overhead nor why there was a profit on insurance, transportation, and 
et cetera. 

Harley explained to him why there should be a profit on overhead but indicated 
that he would look into the profit on insurance, transportation, et cetera.” 
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My question is: Do you include commissions as part of your 
overhead? 

Mr. Haughton. It is a direct charge to the contract as a separate 
item and not overhead, Senator Biden. 

LOCKHEEDS’ PROFITS ON COMMISSIONS 

Senator Biden. You do take a profit on commissions? 

Mr. Haughton. I don’t know if you could say you take a profit on 
it or not. It depends on the negotiation, what the price finally comes 
out at. But it is a direct charge on the respective contract and it is not 
part of overhead. 

But to get back to the other question as to whether you should have 
; a profit on overhead, you ought to have a profit on overhead if you 
can sell your product competitively, just as much as you have on direct 
labor or material you buy. 

I think you will agree with that. 

Senator Biden. But the real thrust of the question is whether or not 
there is a profit on the commission that is paid which is included in 
the cost, and apparently if it is treated as iust any other business 
expense, there is a profit on that amount right ? 

Mr. Haughton. Well, it depends on how you wanted to break it 
down so far as your costs are concerned. 

I don’t think you can necessarily say there is a profit or there is not 
a profit. 

THE “DOUBLE dip” 

Senator Biden. Let me try to explain what I mean. 

Assume just for the sake of simplicity that an aircraft costs $1,000. 
In order to stay competitive you had to pay somebody $100 to get the 
contract to sell that $1,000 aircraft. If your profit margin, again, for 
the sake of simplicity, was 10 percent on the sale, on the cost of this 
aircraft, 10 percent of a thousand dollars is $100. That would be your 
profit, assuming that was built in. But if you include the $100 com¬ 
mission, 10 percent of $1100 is $110, So you did make a profit on the 
commission. There is a distinction. If you isolated the profit on the 
cost of the aircraft and did not include that when computing your 
percentage of profit, with regard to the commission you pay it would 
be different. So what I am talking about, you know, is this the old 
double-dip ? We are used to seeing that. 

Mr. Haughton. I don’t think it is a double-dip, but of course the 
final profit you make comes out after—you negotiate the price and then 
what you can build and declare it for, and oftentimes it is not what you 
thought it was going to be, and it is oftentimes less. 

Senator Biden. In negotiating that price, you included commissions 
or kickbacks. That in effect was part of the negotiation. 

Mr. Haughton. I hope we wound up with an allowance in there for 
it. Let’s put it that way. 

ADJUSTMENTS IN KHASHOGGI CLAIMS 

Senator Biden. Turning to page 106 of the documents, Mr. Valen¬ 
tine’s memo to the file shows extra charges to the contract price of the 
aircraft to pay Khashoggi an extra amount to adjust a claim he had 
made. 
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Now the claim he had made, by the way, was that he wasn’t paid 
enough last time around. He wasn’t paid a high enough kickback. He 
had to be reimbursed somehow. 

Were you trying to add extra payments made in connection with 
this earlier contract to the price of the current sale ? 

By the way, I’m on page 106 of the documents, if you’d like to 
refresh your recollection. 

Mr. Hatjqhton. I think I would like for Mr. Cowden, who was 
familiar-with the transaction, to answer you. 

Senator Biden. Again, I repeat the question. Were you trying to 
add an extra payment'made in connection with an earlier central to 
the price of the current sale? 

Mr. Cowden. It was not extra payment that we had made, but extra 
payments Mr. Khashoggi had claimed that he had made, and the 
answer to your question is, yes, we tried to recover all of our consultant 
fees. 

Mr. Levinson. That extra payment was reported by Mr. Khashoggi 
to be a payoff to a high Saudi official necessary to obtain the previous 
contract. 

Wasn’t there a dispute as to whether you had agreed to be liable for 
that payment? 

Mr. Cowden. There was conversation to the effect that we had 
agreed to be liable. 

I cannot say that it was the immediately prior contract or not but 
it might have been. 

Senator Biden. That agreement of liability, whatever that dollar 
figure came to, was that dollar figure incorporated into the current 
sale? 

Mr. Cowden. We tried to collect. We tried, as a matter of fact, over 
a period of several times, we tried; and we finally did. 

commissions added to sales price 

Senator Biden. I am sure you did. 

On pages 118 and 119 of the documents, the tables of calculations 
include further examples of how the commissions are added to the 
sales price so they do not cost Lockheed anything, which is what you 
in effect stated that you have done. And the calculations go on to show 
that you added a profit margin to the commissions. 

I would like for you to take a moment, we are referring to page 118, 
and again my question is: were you making a profit on the 
commissions? 

Mr. Cowden. I prefer to submit this particular one for the record. 
This was done by someone else. But as a matter of policy, as far as the 
Georgia company is concerned, we determine our prices on the basis 
of excluding commissions from the cost when we are projecting what 
the price will be. Then we add the commission onto that to determine 
the total price. 

Senator Biden. Maybe you could run through it for me—it will just 
take a moment—do you have page 118 in front of you ? 

Mr. Cowden. Yes, I do. 

Senator Biden. Now, maybe you could explain to me that page. 
Let’s start at the top. 
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It saysj “Price Breakout—4 C-130 RSAF,” the Royal Saudi Arabian 
Air Force. It says proposal price in the left hand column. Would you 
go down each figure and explain to me how it was arrived at?. 

Mr. Cowden. I wouldn’t begin to try to do that. 

Senator Biden. Is there anybody who could do that for us ? 

Mr. Cowden. We can submit it for the record. 

Senator Biden. OK, fine. 

That will be helpful. Thank you. 

[The information referred to follows:] 

[SUPPLIED BY LOCKHEED COBP.] 

The document on p. 118 is not a price calculation. It is rather a calculation of 
the portion of the price proposed to the customer which Lockheed could anticipate 
Z actually realizing if Lockheed were required in negotiation with the customer 
to reduce its proposed price by a certain amount and if Lockheed paid certain 
commissions out of the price as so reduced. 

A proposal price does include an amount for anticipated profit, but it is not 
calculated so as to include anticipated profit on commissions. 

Senator Biden. Mr. Ridings, on page 120 you received a report from 
Mr. Walden in which he reports the commission demand of an agent. 
He said. 

I have made no commitment and have not revealed the price breakdown but 
told him this would make the total program cost almost $0 million. 

Now, I take it that that means adding the payments to the price 
itself, to get it to the $9 million. Is that correct ? 

Mr. Ridings. Yes, the way I remembered, yes. 

Senator Biden. And the nextsentence goes on to say— 

He will also check this with consultant, but feels it is no problem since there 
is no basis for program comparison. 

Which is the point Senator Church was making earlier, which I 
guess sort of protects the agent a bit there. 

Anyway, I won’t belabor that. 

Finally, on pages 143,144, and 145, it is appearing that Lockheed is 
attempting to recoup payments to Prince Khalid and Triad by adding 
an amount to another unrelated aircraft contract^ If you take a mo¬ 
ment to review those pages, I would like to know whether or not that 
is correct. That is how it looks to us. I wonder if it is correct? 

Mr. Haitghton. What is the question ? 

Senator Biden. Again, on pages 143,144, and 145, it appears to us 
Lockheed Was attempting to recoup payments made to Prince Khalid 
and Triad by adding the amount of those payments to another unre¬ 
lated aircraft contract. I want to know if that is correct. 

Mr. Cowden. No, sir, it is not. It was the same contract, but an 
amendment to that contract. 

Mr. Ratjghton. This got into a dispute over the tankers, and there 
was a difference. The requirement for the delivery of fuel per minute 
changed from the time we did the contract to a later time, and this was 
a negotiation to give the customer what he wanted and to adjust the 
price; and it was finally worked out in the negotiation. 

Senator Biden. One last question, and I will recess the hearings, 
unless you have a statement you would like to make. 
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Isn’t it a fact that the only real problem for the Lockheed Co. occurs 
when the price of the commodity is fixed before all of the people who 
need to be paid off or kicked back to put their bids in? Isn’t that the 
only time you really have a real problem ? 

Mr. Haughton. I guess I don’t quite understand your question, I’m 
sorry. 

Senator Biden. OK, I will try to say it again. 

It seems to me that the only real problem that you run into is when 
you fix the price of the commodity, the aircraft, before all the people 
who need to be paid off or kicked back to have put in their bids. In 
other words, it seems as though that ends up causing you a problem. If 
you get all the bids before you set the price, you are in good shape. 

Mr. Haughton. That is a hard problem on many things, and there 
is hard competition in this country and abroad. You get in a position 
where competitors are hatcheting each other trying to make a conces¬ 
sion that gets the sale and instead of increasing the price, oftentimes 
you find yourself decreasing the price to meet the competition. 

No doubt about it, that is a problem. 

Senator Biden. I have two very brief questions. They are really out 
of the ball park on their face, but 1 asked a similar outrageous question 
in a closed hearing a while ago and that is now public knowledge, I 
asked a company testifying, and I believe Senator Symington initiated 
it—if the reason why they had to pay off Government officials was to 
keep the democratic process going; and then just as an afterthought, I 
said: “By the way, did you pay the Communist Party anything?” And 
they said: “Yes, we paid them $190,000.” I never expected that answer. 

just for the record, have you gentlemen, engaged in any of this 
kind of practice within the United States, or with Pentagon people? 

Mr. Hapuhton. No, sir, and i think we made our statement amply 
clear. 

We have not brought any money back into this country, through 
agents, or otherwise, in our domestic political campaigns. 

Senator Biden. I didn’t expect any other answer. I have no basis 
for anything. But like I asked the other question, I never expected 
the answer. 1 thought I would ask it for the record. 

And the last question: Could you supply for the record the list 
of all your consultants around the world who happen to be former 
officers in the U.S. military ? 

I would be curious to have that. 

Mr. Hatjghton. Yes, we can submit that for the record. 

[The information referred to follows:] 

[SUPPLIED BT LOCKHEED COBP.] 

The only Lockheed sales consultant based abroad during the period 1970 to 
1976 who was formerly an officer of the United States military is Lt. Colonel 
B. William Von Wendt, O.S.A.F. Ret, (Bolivia). 

Senator Biden. Unless you have any statements or comments, the 
hearing is recessed subject to the call of the Chair. I appreciate your 
staving this long. 

[Whereupon, at 1 p.m., the subcommittee adjourned subject to the 
call of the Chair.] 
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>V SE CTION I V 

OT HER ASPECTS OK THE SPECIAL INVESTIGATION 

, V •' 

A. GENEPAL 

n 

I. Othor Aspects of the Investigat ion - Section II of this 

Report describes the results of this special investigation 
with respect to political contributions auufe through Northrop-'s 
consultants, agents, Independent representatives (herein 
. collectively referred to as "consultants"), cr by other 
means. As discussed in Section II, an integral port of this 
special investigation went beyond political contributions to 
review the general nature and extenr of Uorthrop's use of 
coneul(particularly foreign). The results of this 
additional portion of our investigation are act forth in this 
Section of the Report. 


As previously stated, this aspect of the in / :r,tlgation was for 
the purpose o£ (i) identifying vuiiou* Northrop payments or 
Activities relating to such consultants, whi<h are or appear 
to be unuo.tal or unauthorized, or by their nr*:.ure, of interest 
to the Audit Committ ee* and f 1 i > making V.uc>. ) o c oino ends tt6na 
as w« dcterulno appropriate for the devO.cn. »t and improve¬ 
ment of Nortlirop's Internal controls over transactions with such 
consultants 
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It should be recalled that, due to the size and complexity 
of the Northrop organization, our investigation was, of 
necessity, aimed at the more significant transactions. While 
ve are prepared to extend the investigation where possible 
into such additional areas as further overseas interviews, 
personal background studies, etc., if requested to do so, we 
believe that, as stated in Section I and II, our investigatory 
£ procedures and extent of their application were responsive to 

the requests of the Audit Committee. 

2, Problem Aren s Id enti fied - Reference is made to Section I of 
this Report for a general outline of the work performed, 
Including the investigatory procedures used. As a result of 
these procedures, wc identified the following consulrants end 
transactions to which we believe the Audit Committee's atten¬ 
tion should be directed; 


Sub Section Pa ges 

B 4-14 

# C 14-26 

D 26-31 

B 31**33 


Name or Peacripi lo:i 

Gen eral Pr obl etus 

Ttai.k J. DePiancio 

Economic 6 Pevelopment 
Corp. 

Hubert Weisbicd 

Integrated Notional 
Telccommon.i cat; out; 
System 


An Referred to herein 

DeFrancis 

BDC 

Wel3brod 

IRTS 


$9-120 O * 76 - 26 
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Isolated Problea8 


T-l 

38-43 

Triad Financial Estab¬ 
lishment 

Triad 

F-2 

43-45 

Nacional De Scrvlcos 

De Acronautica LTDA 

Nacional 

n 

F-3 

45-47 

Nlhad Sharara 

Sharara 

F-4 

47-48 

Interocean Salvage 
Corporation 

IDS 

F-5 

48-49 

Management 4 Technical 
Consultants Co., 

Limited 

MTC 



Sundry Problem Matters 


G-l 

50-51 

llse of Currency for 
Northrop Expenditures 


G-2 

51-52 

Unsupported Items on 
Expense Reports 


G-3 

52-54 

Unusual Payments to 

Third Parties 


3. 

Policy Mattera 

Involved - Attention is direc 

ted to the fact 

f 

that the otili; 

;ation of consultants, agents 

.'jnd other indc- 


pendent representative* by Northrop In Its P-.'dings with 


foreign governments involves questions of policy. Policy 
qu8t:'*icr.rt such as this are for the Audit Co*i rH tee and Board 
to resolve. A Departncut. of Defense public tic ft on the one of 
such consultants,, v’hich Is attached as Exhil it 3-8, nay 
assist the Uo*-«rd in these waiter® since the ,Publication 
explains the historical and current roJt oi consultants as 
intermediaries for corporation? who seek to do business in 

6 



various foreign environments* Similar perspectives on this 
matter wore expressed by a number of Northrop personnel, 
including Jones, in various narrations and interviews. 

4* Recommendation,; - Section V contains the recommendations which 
ve consider to be appropriate fov more effective Internal 
accounting and auditing controls over the various types of 
problems referred to in the situations discussed below. 

FRANK J* DB FRAU CXS 

1. Background - Frank J. DcFrancis is an attorney-consultant in 
Washington, D.C. who, according to our discussions with Jones, 
has represented the Federal Republic of Germany through its 
embassy in Washington for some 20 years. A tj.'tuber of the bar 
specializing in international and corporato taw, he is report ed 
by Jonea_ tojiave nstvol many first-line U .S. and European 
compa ny:;* es pecially Genoar^ Jones report* that PcFrxmci.i 
was Initially retained to fill a Northrop icruirencnt for 
bettor access to and knowledge about the people at policy 
levels v/ichin the Gcvm&n goverivunnt. DcFra* cis wes initially 
recomnnT.led, .iceovdin? to Jones, by two or 'even other Northrop 
offleers/employers, in an interview with L ,'rancis on Septem¬ 
ber 9, ll>?4 (see mr^ocupda of such mooting, attached as Exhibit 
1V-W), he aff irmed his representation of *. German govern¬ 
ment as U.S. legal counsel for the past 22 years, and described 
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generally hie dealings on its behalf. A comprehensive back¬ 
ground analysis of DeFrancis t as prepared by Jones, is attached 
as Exhibit 1V-B-1. That Exhibit is an excerpt from a letter 
sent by Jones in late August 1974 to the outside Directors of 
Northrop (Exhibit IV-H-3). Similar data vero compiled in the 
form of answers to a series of questions directed by us to 
Jones, the answers to which had been supplied us on August 20 
and 23, 1974 (Exhibits IV-H-1 and IV-H-2). 

2. Engagement by Northrop - DeFrancis was first retained by 
Northrop under a two-year contract, dated in August 1967, 
covering the period from March 1967 to March 1969, which 
provided for payment of an annual foe in the amount of SSO.OOO. 
plus expenses. In May 1969, a new four-year contract was 
entered Into on the same terms, covering th:» period through 
March 1973. Both agreements provided that DuFrancis report 
only to Jones or to others at Jones' request ; in addition, the 
latter agreement provided that: "If you* arc' Mr. Jones agree 
that in certain instances the services rendered by you here¬ 
under were extraordinary and unusual, in ter:is of activity and * 
effort and value to us, and beyond those cc• completed by this 
agreement, then additional compensation w.O : ue paid you for 
such services, in such amounts as Mr. Jones, in his discretion, 
may dertrmine to be equitable." 



On March 16, 1973 a new fifteen-year contract was entered Into 
(see copy of that contract attached as Exhibit IV-B-3)♦ The 
contract provides that DeFrancls Is to report to the chief 
executive officer of Northrop and is to . • provide techni¬ 
cal and other information as is necessary or desirable* M The 
contract further provides that if "... in certain instances 
the services rendered . . • are extraordinary, in terms of 
activity and effort and value to us (Northrop), and beyond 
those contemplated by this agreement, then additional compen¬ 
sation will be paid for such services, in such amount as the 
Chief Executive Officer, in his discretion, may determine to 
be equitable•" This contract provides for a basic annual 
retainer of $100,000, plus travel and other expenses. 

Services being rendered, as reported by Jones, are described 
generally in Exhibit IV-B-1. In addition,,DeFrancls was asked 
to summarize his work for the prior two years on behalf of 
Northrop; his response is attached as Exhibit IV-B-5 hereto. 
With respect to such services, DeFrancls reports, "My endeavors 
for Northrop have primarily involved matters which revolve 
around Its aircraft programs, namely, the InternaIlona1 
Fighter, the FSE and its two place aircraft the F5F, and the 
Cobra projects." In our interview with DeFrancls, he went on 
to state that his relationship with Northrop was quite 
^personal." He also discussed at length the specifics of 



some of the services rendered In the past* Primarily, he 
discussed the Cobra (or 530 program), and* in particular, his 
role in attempting to secure German financing for a portion of 
this effort. 

Payments for Services and Investigatory Work Performed - The 
attached Schedule M indicates total payments to DeFrancis 
since the inception of his initial agreement with Northrop* 

One payment ($50,000) Included in the above total was for 
special legal work in connection with the formation of an 
overseas, corporation - see Part C of this Section of the 
Report for additional details regarding that entity and 
DeFrancis* role therein. Thu total shown on the Schedule doea 
not include a payment made to DeFrancis in currency, which is 
discussed more fully below. 

Our investigation of this consultant consisted of reviews of 
contractual documentation and corresponcJer.ee files, inquiry of 
key executives as to their knowledge of DeFrancis, inspection 
of support for disbursements made, securing a confirmation of 
all amounts paid since 1967, and a personal interview conducted 
in DeFrancis* office in Washington, D.C. i»n September 9, 1974. 
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SCHEDULE H 

NORTHROP PAYMENTS TO DBFRANC1S 


Period since inception (1967) through September 30, 1974 


Agreement 

Description 

Amount 

Total 

Original agree¬ 
ment of 1967 

Consulting services, two 
years at $50,000 each 

Expenses 

Other special services 

regarding Iran financing (1) 

$100,000 

22,919 

22.500 

$145,419 

Four-year con¬ 
tract of 1969 

Consulting services, four 
years at $50,000 each 

Expenses 

Other special services regarding 
overseas corporation 

Other special services - payment 
to Italian consultant (1) 

200,000 

33,451 

50,000(2) 

10,000 293,451 

438,870 

Fifteen-year 
contract of 

1973 

Consulting services, one and 
one-half years at $100,000 
annually 

Expenses 

150,000 

1,483 151,483 

TOTAL $590,353(3) 


(1) As reported by DeFrancis during interview. 

(2) See Pa“rt C of Section IV of the Report for additoual details. 

(3) Excludes currency payment made to DePrancis from Savy funds. 
Reference is made to Section III-D for data with respect to 
difference in amount indicated as paid by Alien '$60,000); 
and amount reportedly received by DePrancis ($4C,0C0); and to 
later in this section of the report for additional details 
regarding this currency transaction. 


V 
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4. Weaknesses or Problem Areas Note d 

Fifteen-Year Contract - This contract was reportedly discussed 
at length between Jones and DeFrancis; but according to George 
Gore, Northrop*s Vice President and General Counsel, J.t was 
executed with little advance knowledge and review by Gore* 
Gore’s cursory review did, however, raise legal questions as 
to the enforceability pf this contract by Northrop against 
DeFrancis. He indicated to Jones that, under California law, 
a contract to render personal services may not be enforceable 
beyond seven years - see Exhibit IV-B-4 for a copy of this 
memorandum. This contract apparently was not subjected to any 
other review and approval within Northrop. Jones reported 
that the purpose of the fifteen*year contract was in part to 
secure the services of DeFrancis for the balance of his career. 
Jones also stated in our discussions with him that he was 
concerned that DeFrancis* services were being sought by com¬ 
petitors. A third factor set forth by Jones as justification 
for this contract was the fact that DeFrancis had at one time 
assumed he would share in commissions of the overseas corpora¬ 
tion (see Part C of this Section). In the letter to outside 
Directors of Northrop (Exhibit IV-K-3) discussing the DeFrancis 
contract, Jones states his raticnale for the long-term contract, 
as follows: "When Mr. DeFrancis first came to Northrop, he 
stated that he was much more interested in participating 
financially in some way that was tied to the success of our 


IX. 



aircraft sales program. At the time 1 said that while it was 
unusual, it might be worked out. it was first thought that 
Mr. DeFrancis could organize such a group as later became the 
Economic and Development Corporation (see Part C of this 
Section) and personally participate. The first contract that 
was written was written with Mr. DeFrancis as a principal in 
the organization. Then, as it became apparent that we would 
not be successful in selling the complete development program 
for the -21 (F5-21) to the Europeans and it was likely that it 
would be a U.S. funded development, I felt that it was not 
appropriate for an American national to participate in the 
benefits of this U.S. funded development program. I therefore 
asked Frank that he incorporate the company with no U.S. 
participation, that in recognition of his increased activities, 
we would increase his fees to the appropriate level at the 
appropriate time and would extend the length of his contract 
to compensate for his lack of participation. My reasons for 
feeling that it was wrong to participate were twofold: It 
could be questioned within the U.S. Government, but also, most 
importantly, I felt that Frank*s responsibilities be totally 
and solely to Northrop, especially because the foreign organi¬ 
zation interests would have to be in receiving commissions on 
sales. Therefore, there could be a complic.*tion between their 
short-term interest in their ownjreturn and the long-term 
interest of the Corporation. Another reason for a longer term 



contract was that I was aware that other companies, sensing 
our success ih the foreign marketplace, knew of Mr. DcFrancis 1 
relationships with Northrop and were making offers to him 
considerably more financially attractive than ours. It was 
for this reason I felt that, although unusual in the normal 
sense, it would be to the interests of Northrop to give Mr. 
DeFrancis a long-term contract." 

DeFrancis also reported in our interview that the contract was 
to be long-range, or to cover his services up to retirement. 

He stated that he believed he had been very useful in the 530 
program, and that earlier compensation levels had not been 
entirely commensurate with his rea] value. DeFrancis also 
mentioned (in our Interview) cutting back on the number of 
clients being 3erved due to health, to some degree, and in an 
effort to provide more personal service to those that were 
retained. He affirmed discussing this fifteen-year contract 
at length with Jonea, and of his own insistence or demand that 
It be entered into on this basis. 

Absence of Do cu mentation for S ervi ces Ren dered - Jones states 
(Exhibit 1V-H-1) that DeFrancis reports "... from time to 
time to other members of the Corporation, but primarily to mo. 
Reports verbally on* an average of or.ee or twice a week, except 
during periods of heavy activity when he reports daily as the 



circumstances warrant for as much ns an hour a day on the 
telephone. 11 No correspondence or summaries in Northrop's 
files reflect the receipt of activity reports* written or 
oral* from DeFrancis. The absence of such summaries or 
correspondence does support the position that no written 
reports were received but does not* of course* confirm that 
substantive oral reports were received. In the DeFrancis 
Interview he confirmed that the contact was primarily (he 
estimated 95Z) with Jones; further* he stated that probably 
98Z of these were verbal contacts. DeFrancis reported during 
our interview that he currently devotes 20Z or 25Z of his time 
to Northrop matters* 

During our inquiries of other key Northrop executives* it was 
disclosed that no one except Jones appears to know of the 
nature, extent, or value to Northrop of the services rendered 
by DeFrancis* Very few executives interviewed by us are aware 
of the DeFrancis-Northrop relationship in even general terms. 

Currency Transactions - In the interview with DeFrancis on 
September 9, 1974, he stated that on December 13, 1972 he 
received the amount of $40*000* in currency, from James Allen 
in New York. He went on to state that he had at no other time 
received currency from Northrop or its personnel. 

/< 



DeFrancis reported that the amount he requested from Northrop 
was $60,000. Of this, $20,000 was reimbursement for payments 
to two individuals apparently located in Germany, and $40,000 
was for a retired General in the Washington, D.C. area^who had 
gone into the practice of law. DeFrancis stated he thought It 
necessary to secure the services of this General in order to 
have him provide services to Northrop that would be beneficial 
in relation to Northrop's competitors. A confirmation letter 
received from DeFrancis with respect to this $40,000 is attached 
as Exhibit 1V-B-6. DeFrancis reported to us during our inter¬ 
view that he received only $40,000 of the $60,000 requested 
and stated it was for disbursements, as to which he had 
obtained Jones 1 concurrence. DeFrancis reported that he 
specifically discussed the need for these funds with Jones and 
that he considered himself a conduit.for movement of the funds 
from Northrop to these individuals. 

\ 

Jones and Allen had brought this currency payment to our 
attention in earlier interviews. Jones has reported to us 
that he recalled th? request by DeFrancis, and that he turned 
it over to Allen to handle as he (Jones) war. leaving the 
country. Jones recalled the amount requested by DeFrancis as 
being approximately $75,000, but did not believe the full 
amount requested was paid. Jones reported that he is not aware 
of the ultimate use of this currency, nor the exact date that 
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it was given to DeFrancis by Allen. Jones did, however, 
indicate that DeFrancis "... had a need for the monies in 
his consulting activities on Northrop*s behalf in Europe." 

Jonas also mentioned other possible payments by DeFrancis to 
the above mentioned Washington, D.C consultant. Jones believed 
that such payments were in accordance with the contractual 
arrangements with DeFrancis permitting him to engage other 
personnel. 


Allen*8 recollections are described in Section III-D With 
respect to the unresolved difference in the Savy fund account¬ 
ing. He believes the amount given was $60,000, but does not 
recall the date. He did, however, acknowledge traveling with 
DeFrancis to New York from Washington, D.C. on December 13, 
1972 when, among other things, the two met with Simon. 


>er 13, 

(i. 


C. ECONOMIC & DEVELOPMENT CORP. (EDC) 

1. Background - DeFrancis, the attorney-consultant described in 

the preceding Part B of this Section of the Report, was instru¬ 
mental in the establishment of an overseas corporation to aid 
in the sale of F-5-21 aircraft on behalf of Northrop. Wc were 
Informed by Jones that conceptually this organization was to 
utilize personnel from the particular foreign country where 
sales potential was anticipated, in order to establish a 
direct in-country operation. Such a company was incorporated 



in Zurich, Switzerland on March 22, 1971, and was named the 
Economic jfr Development Corp. (EDC). Three Individuals were 
the original Incorporators; however, one of them, Dr. A. 
Froriep, owned of record substantially all of the shares (498 
out of 500). The principal source of background data on 
Froriep was DeFrancis - see his letter to Jones dated August 9, 
1974, attached as Exhibit IV-C-1. Jones stated in a letter 
sent to the outside Directors of Northrop in late August 1974, 
that the three . . organizers and owners of the business 
are internationally respected as persons of the highest coape* 
tence in the field of International business, especially in 
Europe. For example, Dr. Froriep, the Chairman, is the 
European for the well-known U.S. investment advisory service, 
American Institute for Economic Resources. The others are 
businessmen and bankers of bread and trusted ability. • •" 
(Excerpt attached as Exhibit IV-C-2). In our interviews with 
Jones he stated he has never met the EDC perple, including 
Froriep, and that their background was supplied to him by 
DeFrancis. In our interview with DeFrancis (Exhibit IV-B-2) 
be indicated that the only person he knew vi.s Froriep, and 
that he (DcFiancls) had in fact recruited Mia to head up the 
EDC organization. In DeFrancis* August 9, 1974 letter to 
Jones (Exhibit IV-C-1), he states, *'l am not personally con¬ 
versant with the corporations' other incotporntors such as 
I. Isler or R. Kleiner. . .*' 
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'However, in reviewing most thoroughly with Dr. Froriep the 
basic principles of organisation and implementation of your 
marketing concepts, 1 emphasised that the personnel he would 
subsequently engage should be in keeping with the hlgfe stan¬ 
dards that characterise his personal and professional career." 
The confirmation reply returned to us from Dr. Froriep (con¬ 
cerning the $200,000 advance) has a letterhead designating the 
attorney firm of "Froriep & Rcnggli" of Zurich with Dr. 

Froriep listed as one of three attorneys. We also requested 
our overseas affiliate to obtain additional background data, 
but they were able to learn little of Froriep, and nothing of 
Frau Ida Isler (a woman), Rudolph Kleiner, or the EDC organi¬ 
sation. These inquiries confirmed the Swiss incorporation of 


EDC. DeFrancis agreed with an a ssumptio n that Isler and 
Kleiner are likely only nominees used for the purpose of 


having EDC incorpcrated. 


2. Engagement by Northrop - On September 2, 1971, an agreement 
was entered into between BDC and Northrop (Exhibit IV-C-3). 

It should b': noted that the agreement is with "The Economic 
and Development Corporation" which differs from the incorpo¬ 
rated name of "Economic l» Development Corp." tinder the agree- 
ment, commissions are payable on sales of the F-5-21 to any 
foreign government. (The F-5-':l Jator became the F-V*E.) 

Such commissions are payable on a sliding scale ranging from 
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1-1/2% of the first $10,000,000 to 1/2% of all amounts over 
$70,000,000 on sales to the same government. For direct sales 
made to any foreign government, the commissions are mandatory. 
For commissions on Indirect sales (usually with the United 


States Government as intermediary), the commissions are dis¬ 
cretionary; they are payable as Northrop, in its sole discre¬ 
tion, may deem appropriate. The EDO agreement applies world¬ 
wide (excluding the United States) and is for an indefinite 
term •*. • • shall continue unless terminated upon mutual 
agreement and settlement between both parties hereto." Due to 
the worldwide scope of this contract, Northrop may be required 
to pay more than one commission on any sale in countries where 
other local sales agents are also necessary; Schedule N indi¬ 
cates this possible overlap in commissions. The provisions 
relative to worldwide coverage and mutual termination were 
questioned by Gore when he obtained a copy of an earlier 
September 22, 1969 agreement (sec below) in May 1971, but the 
provisions remained Intact. 
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SCHEDULE N 

SUMMARY OF EPC COMMISSION OVERLAP WITH OTHER AGENTS 
As of June 30, 1974 


te following Is a summary of the total estimated sales commissions which may be 
payable on F-5-E contracts in effect as of June 30_^ 1974, based on worksheets 
prepared by Northrop Aircraft Division: 


MANDATORY COMMISSIONS 
Brasil 

Republic of China 


DISCRETIONARY COMMISSIONS 
Saudi Arabia 
Iran 

Malaysia 


EDC Other Agents' Total 
C ommissions Commissions Commissions 


$ 634,000 

544. 000 
1,178,000 


[^ 2 , 313 ^ 0 00 - 


2,313,000 


$ 2,947,000 
544.000 
3,491,000 


650,000 
^1,163,000 
171. 000 
1,984.O 0Q 
TOTALS $3,162,0 00 

W M l a ii S , g 

CD 


^264^00a 4,414,000 

2,728,000 . 3,891,000 

t462.000 633,0 00 

6 ."934.000 8,938,000 

$9,267,000 ^32.4 29^000 


*1) See Schedule O regarding determination of amounts. 


59-120 0 - 76 - 27 


V 




This contract was patterned almost exactly after an earlier 
version of a contract which had the same purpose* and in which 
DePrancis was to participate. This earlier contract had been 
executed on September 22, 1969. We understand the 196^ 
agreement had in turn been patterned almost exclusively after 
another aircraft company’s concept** , As to the 1969 (DePrancis) 
agreement, Jones said he later concluded that no American was 
to be a stock owner - either directly or indirectly - and that 
the officers and board members were not to bti Americans. 

Thus, the 1969 agreement (under which no commissions were 
reported payable) was effectively invalidated by mutual agree¬ 
ment. DeFrancis was requested in a letter (dated September 22, 
1969) to proceed with establishment of the company on behalf 
of Northrop* but without his direct involvement. Insofar as 
we could ascertain, the original 1969 agreement was prepared 
by Jones and DeFrncis, with no review by others at Northrop. 

In an interview with Jones on September 23, 1974, he state.d 

that he particularly did not want DeFrancis to ggt a rom- - 

miss ion since he wanted hie full efforts to be de yntpd tn.~t-hrr 
Nor thi ng cause^ rather than pass iblyjthe ELC c*u sc , j^ they 
alghjfr -dl He stated that he was concerned about an 
American possibly getting commissions if aify calcs might go 
through the U. S. Government, and that he w*r. likewise con¬ 
cerned about the German views and possible legal ramifications 
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in that country. It was not clear why the original September 22, 
1969 agreement (with DeFrancis) was not merely assigned in 
some fashion to F.DC, as originally contemplated in a letter of 
'September 2, i97T'Troo v Jones to DeFrancis (which letter was 
returned and marked "destroy"). DeFrancis reported in the 
Interview of September 9, 1974 (Exhibit IV-B-2) that he has no 
present relationship (consultant or otherwise) with EDC. 


With respect to services rendered by EDC, Jones said in a 

letter sent to Northrop’s Board Members in August 1974 (Exhibit 

1V-C-2), that the purpose "... was to provide a means of 

highest level support of Northrop's interests and activities 

around the world, but especially F.urope, in the support of the 

sale of the F-5 family of aircraft. This is deemed necessary 

^ _ „ - .. » 

to provide the broad and high level support cJ. political, 
Industrial and economic decision-making levels that are impor¬ 
tant to selection on any major governmental y. ocu remcnt ." 
DeFrancis, in Exhibit IV-C-1, expands upoit this general con¬ 


cept. It has been indicated that EDC is, in effect, to work 
behind the scenes through use of the right pople in the right 
places; a fully independent sales organization with no actual 
direction by Northrop per se. DeFrancis reo*filmed this in 


our interview, stating that EDC does not report to anyone. 
The sales effort is reported by Jones to be the sale of the 


Northrop name, not necessarily a given product or aircraft. 
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and that EDC ". works on creating an atmosphere of accep¬ 
tance. As such f they might not have any active role in a 
given contract sale, rather their substance is that the 
Northrop name is accepted." See also Jones* comment on the 
frequency of EDC reporting as set forth in 4 below. 

Payments of Commissions and Investigatory Work Perform ed - 
Upon execution of the agreement in September 3971, $7.00,000 
was provided by Northrop in the form of a non-refundable 
advance against future commissions that might become due. No 
other payments are noted to have been made through September 30, 
1974. 

The financial consequences of the EDC agreement are set forth, 
in part, in Schedule N. This Schedule indicates total possible 
commissions to June 30, 1974, based on orders received. These 
amounts become payable to EDC as payments nr.* received from 
the customer. Schedule 0 indicates the estDated amounts 
owing on this basis, as of December 31, 1973, and June 30, 

1974. Schedule 0 also indicate?, the estimated amounts and the 
commissions charged to contracts based on actual aircraft 
deliveries. Accruals are made by the Aircre*r Division ba^ed 
on directions from Corporate Office - see Exhibits IV-C-4 and 
IV-C-5 for specifics. 
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SCHE DULE 0 

SUMMARY OF ESTIMATED EDC COMMISSIONS 
As of December 31, 1973 and Jure 30, 1974 



Commissions 
Charged To 

Commissions 

Total 


Contracts O) 

Payable(2) 

Commi tment (3) 

As of December 31, 1973: 



Mandatory commissions: 




Brazil 

$ - 

$ 140.000 


Republic of China 

- 

181*000 


0 Discretionary commissions: 

‘ Iran 


“ 321,000 


80,000 

362,000 


Saudi Arabia 

89,000 

404,000 


Malaysia 

- 

8,000 



_169 a (.) 

774,000 



$169/ 

$1 ,095,000 

/? 

As of June 30, 1974: 


---*- 

Cfb f'St c' V 
- jO-/ > ft* 

ooo 

Mandatory commissions: 


f 

Brazil 

... $ - 

($ 169.000 

Republic of China 

1 —3.^0 

XT452TOOO 

) .V 4 *000 

35,Ct ; 0 

621,000 

~'l ,178,000 

Discretionary commissions: 




Saudis Arabia 

174,0C0 

400,000 

OV0,000 

Iran 

157,0'/) 

668,000 

t,163,000 

Malaysia 

- 

33.000 


331 ,Q ; Io 

1,181,000 

~1,984,000 


$366,0 r 0 

$1,802,000 

$3,162,000 


(1) Amounts charged to cost of suits based upon dcliverief. 
made on applicable contracts. 

(2) Amounts payable to KDC based upon advance (and other) payments received by 
Northrop for products covered by the agreement. Total <s before reduction 
for the $200,000 EDO nt’vrne'j. 

(3) Based or orders received - sec Schedule N. 
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Our investigation of Northrop's relationship with EDO con¬ 
sisted of a review of contractual documentation and corres¬ 
pondence files, inquiry of key Northrop executives and of 
DeFrancis as to their knowledge of EDC, a review of amounts 

•A 

payable and payments made, and the securing of a confirmation 
as to the $200,000 advance payment. As stated above, we have 
attempted to obtain background data on the Individuals involved 
in EDC, by utilizing our affiliate overseas, but little infor¬ 
mation could be obtained. We have also requested from Froriep 
Information concerning the background of the Company, its 
personnel, services performed, etc.., but as of September 30, 

1974, no reply had been received. 

Weaknesses or Problem Areas No ted 

Absence of Documentation Suppor t ing EDC Activities - Jones 
stated in a letter to us on August 20, 1974 .(Exhibit IV-II-3), 
which was in response to a series of questions we had asked 
him earlier, that EDC "... reports to me through DeFrAncis - 
verbally, perhaps as little as once a month or so, except 
during periods of heavy activity when reports are more fre¬ 
quent and as circumjiranees warrant.” Lnirinv, our interview 
with DeFrancis he indicated that, while he in in regular 

contact with Jones and advises him on a number of matters, , he _ 

^has not reported back to him on E?C j^ne rations. h'c also 
indicated that EDC does not report back to him. In the DeFrancis 
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letter dated August 9, 1974 addressed to Jones (Exhibit 1V-C-1) 
DeFrancis stated, "Since this corporate entity was to be 
totally free to act in an independent capacity, I have not 
endeavored to become conversant with the details of its opera¬ 
tion. In fact, in the past nineteen months, I have had the 
occasion to personally see Dr. Froriep only twice, the second 
only being last week on his visit to the United States ..." 
Jones stated in our interview of September 1974 that Che 
concept of non-reporting, as stated by DeFrancis, is a techni¬ 
cal answer, that in fact he looks to DeFrau:is for reports 
informally on overseas efforts, which efforc would include 
EDC. No correspondence or memoranda in Northrop’s files 
reflect the receipt of reports, written or oral, from either 
DeFrancis, EDO or Froriep relative to EDC vi tiviti.es. The 
absence of such memoranda or correspondence does support the 
position that no written reporcs were receded but docs not, 
of course, confirm that oval reports were • cc-ived. The 
only apparent Northrop correspondence cones .*:ing EDC activities 
is contained in a letter dated March 16, 19.3 (date of DoFranci 
visit to Northrop Corporate Offices), from ones to Froriep in 
which Jono3 discusses orders received to da m (Exhibit IV-C-6). 


The F.DC-Northrop relationship appears to be known to only a 
very few ffcopie at Northrop. Jones is appa.vdtly too only one 
who may know of EDC*s activities. Re stated, in our 
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September 23, 1974 interview, that it was intended that no one 
know about EDC, that he didn't want his people to attempt to 
make use of EDC, or to make inquiry as to EDC efforts. 

Rather, EDC was to remain completely Independent artd their 
results would "speak for themselves." 

Commitment for Commissions - Schedule N indicates amounts 
which may be payable as a result of this agreement. As shown 
on such Schedule, mandatory commissions are owing in two 
countries (Brazil and the Republic of China) in which sales 
have been made by Northrop directly to the respective govern¬ 
ments. Jones acknowledged (in our September 23, 1974 interview) 

that EDC may well have had no direct involvement in these / 

■ ■—— "' 1 Ln ' l_ 

sales; however, he also said their efforts 1 a other countries 
may have impacted the salability of these aircraft. As to 
discretionary payments, Jones stated in a letter to us on 
August 30, 1974, that he. anticipates this b: *ng resolved 
through meetings or negotiations, wherein h. will ait'down 
with EDC officials and ascertain specifically what they have 
done, country“by country, in order to . . determine the 
amounts equitably due for indirect sales. .* i: the time of such 
conference, the specific service performed 1/ TOO in connec¬ 
tion with each customer will be discussed and an appropriate 
evaluation thereof v.ade." Jones, in this n. ;e letter 4 ', describes 
the rationale for having the pay.aent of fries*, set. at Northrop*s 
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discretion as follows: "In reaching the agreement in 1971, it 
was recognized that some Kales of the F-5-2I would likely be 
through the Foreign Military procurement procedures of the 
U.S. Government, where the U.S. Government contracts for the 
aircraft from Northrop and the airplane is then resold to the 
foreign government. It was felt in this case there would be 
times in which EDO participation in making rhe sales would be 
required and proper. It was also envisioned that there would 
be situations in which outside help was net warranted. It was 
felt that this determination of compensation on these "indirect” 


sales could only be made on a case by case basis. In these 


cases of so-called indirect sales, the payment of commission 
would be made by Northrop if in its discretion, the exorcise 
of which is conclusive, it seems such paymt'l. is warranted and 
is provided for under U.S. Defense Department; ASPH regulations." 


Jonec also stated in o* r September i3, 197*' interview that he 
felt the EDC arrangement provided its owner; with a "bit of a 
windfall." 


D. HUBERT WEl SBROP 

1. Backgrou nd ** We were informed that Hubert Iv.iwbrod is an 

attorney and consultant who maintains hie pl-.ce of business 
in Zurich, Switzerland end is approximately ,Q years of age. 
Certain background information that we were able, to obtain 
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concerning Weisbrod is attached as Exhibit IV-D-l, as supplied 
by Jonas* This exhibit is excerpted from a letter supplied by 
Jones to the outside Northrop Directors In late August 1974 
(Exhibit IV-H-3). We had previously been provided similar 
data by Jones on August 20, 1974, in response to a series of 
questions earlier directed to him (Exhibit IV-H-1). A general 
source of background data on Weisbrod is attached as Exhibit 
IV-D-2, being a letter dated August 10, 1974, directed to 
Jones by Frod Meuaei, who appears to have been instrumental in 
arranging tliu initial Welsbrod-Northrop relationship. These 
variouc sources depict the Weisbrod role as- one of "behind- 
the-scenes efforts" in vorious NATO countries. Jones states 
(Exhibit 1V-D-J) that Northrop needed . the ability to 

obtain advice on how to best develop industrial relationships 
In each country which would not only allow the project to be 
Implemented properly but would yield the most attractive sales 
package from an overall economic, political and industrial 
point of view." 


2. Engageme nt bv N.nt hrop - On April 26, 1968, an agreement was 
executed between Northrop and Weisbrod appointing Weisbrod as 
representative if Northrop for the sole of new F~d aircraft to 
the governments of the following countries; Belgium, Denmark, 
France, Federal Republic of Germany, Italy, Luxembourg, Nether¬ 
lands, Norway, Portugal and the United Kingdom. A copy of the 



agreement is attached hereto as Exhibit IV-D-3. The agreement 
provides for commissions to be earned at tbe rate of 12 of the 
sales price (or royalty) received by Northrop from the F~3 
sales. Indirect sales through the United States government 
are not covered by the agreement. The maximum amount payable 
under the agreement is $1,000,000. 


Welsbrod was retained by Jones, and reports indirectly to him 


through Meuaer. 


Payments of Commissions and Investigatory Work Performed - 
Northrop has sole discretion over the amount and timing of the 
payment of "interim compensation 0 to Welsbrod, and this has 
been paid an follows: 


May 20, 1968 $123,000 
June 17, 1969 125>uOO 
April 3, 1970 ) 1*5»000 
February 17, 1971 i^j.OOO 
April 11, 1972 ll'S.OOO 
August 31, 1973 123,000 


TOTAL $750,000 

;• JcJ-kkiUB 


No payment has as yet been n*odi» in 397^, a*:d In a discussion 
with Jones on September 23, 1974, he irdict I eJ/hat WcJ.sorod’s 
usefulness appears to have somewhat declined and no further 


payments will be wade until there is an oj»:;>rtm;i ty to sit 
down and discuss the matter in detail. The above six payments 
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were generally transmitted with a Northrop cover letter 
(normally signed by Jones) containing an explanation such as, 

"We have determined that a further payment to you under the 
contract is warranted in view of the continued valuable services 
performed by you on behalf of Northrop." As to how tfic $125,000 
interim annual amount was arrived at, or why interim payments 
were at this consistent level, Jones stated (in our September 23, 
1974 meeting), that it was *\ . . semi-automatic on my pgrt." 

Our investigation of Northrop's relationship with Weisbrod 
consisted of reviews of contractual documentation and corres¬ 
pondence files, inquiry of key executives aa to their knowledge 
of his services, review of disbursements made since Inception, 
and the securing of a confirmation from Weisbrod as to amounts 
paid him for the years 1971 through 1973. 

Weaknesses or Problem Areas Noted » 

Earnings Under Contract - There have been no" Northrop sales of / c 
F-5's to the countries covered by the agreenent with Weisbrod. 1 
A Canadian company has sold F-5's to the Netherlands under a 
separate licensing agreement, and some commissions, according 
to Jones (see Exhibit IV-D-1), may be due iobrod under this 
arrangement although we are informed that this is not definite. 
The Canadian/Netherlands sale is presently the subject of a 
legal dispute. In our meeting with Jones* oa September 23, 



1974, he expanded upon this possible Weisbrod commitment 
slightly by stating that Weisbrod would have received a com¬ 
mission had Northrop sold to the Netherlands, and thus Northrop 
might have some obligation to him. Jones went on to ^tate in 
this meeting that Weisbrod would have some earnings on a 
pending sale to Switzerland; however, we noted subsequently 
that this country is not covered by the Weisbrod agreement* 

Absence of Documentation Supporting Activiti es - Weisbrod 
correspondence files contain little since the signing of the 
agreement, other than the annual transmittal of the $125,000 
interim payment, and a Weisbrod letter of acknowledgement* 

Jones has indicated that Weisbrod reports to him in certain 
instances through Fred Meuser, orally and in writing* A 
review of the Meuser file revealed the biographical sketch of 
Weisbrod which is attached as Exhibit IV-D-2, The balance of 
that correspondence concerns certain foreign business matters, 
primarily between Meuser and Jones directly, with little or no 
mention of Weisbrod or his activities. Jones has acknowledged 
that the Weisbrod agreement was somewhat of n forerunner of 
the EDC agreement (see Part C of this Section)» in that cer¬ 
vices are measured by results rather than reports* No cor¬ 
respondence or memoranda in Northrop’o files reflect the 
receipt of reports, written or oral, from We\sbrod* The 
absence of such memoranda or correspondence does support the 



position that no written reports were received but does not* 
of course, confirm that oral reports were received. 

During our inquiries of other key Northrop executives, it was 

n 

disclosed that no one except Jones appears to know of the 
nature, extent, or value to Northrop of the services rendered. 
Very few executives questioned are aware of the Welsbrod- 
Northrop relationship in even general terms. 

INTEGRATED NATIONAL TELECOMMUNICATIONS SYSTEM ( I MS) 

1. Background - In 1969, Northrop*s subsidiary in Vienna, Virginia 
(Page Communications Engineers, Inc.) entered into a major 
contract in Iran, for the construction of a telecommunications 
system. This has been a substantial undertaking (total contract 
value of over 200 million dollars), and the work is being done 
by four companies in the form of a joint venture or "consortium," 
of which Page'8 share of the effort approxl; utes some 60%. 

Because of their 60% share of the work, they were also to 
share in 60% of the overhead costs of the consortium, as well 
as a similar sharing of the agents' fees which were to be paid 
relating to this contract. Substantially aU of the early 
negotiations were handled by Page directly, .xth little initial 
Corporate Office involvement, in line with Northrop's basic 
decentralization philosophy. At a later dot-*, certain opera¬ 
tional problems were encountered on the contract, and Northrop 
* Si.' 
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Corporate personnel took over active control and management as 
It relates to Page. 

2. Engagement of Agents by Consortium - As shown by Exhibit IV-E- 

n 

10, a total commission of 5X on the contract was agreed to by 
, the four consortium*members ". . . for the payment of third 
party sales expenses as directed by the Leader of the Negotiating 
Team," who was J. C. Kitchen of Northrop. Three uses, to 
date, have been made of this committed amount, as follows! 

Denrees — A contract was entered into in 1969 providing for a 
2X commission to this agentsee attached Exhibit IV-E-l. In 
1971 the rate was raised to 3% (Exhibit IV-E-2). Denrees was 
a Swiss Corporation, and was reported to us by a senior Northrop 
officer (Kitchen) who had been headquartered In Iron, to have 
been in business for some thirty years. An Informal Inquiry 
in Switzerland reveals that Denrees was liquidated on February 23, 
1973. We do not know if Denrees is continuing to operate in 
Iran or elsewhere. Background data on Denrees was provided by 
Northrop to the Internal Revenue Service on M..rch 22, 1973 - 
see copy of letter attached as Exhibit IV-K-3. This letter 
was furnished in response to questions by the IRS as to the 
business purpose, etc. of this particular agreement. This 
letter sets forth tho services which Denrees is said to have 
performed. Also attached, as Exhibit IV-E-4, is an affidavit 



prepared in advance of the letter to the IRS setting forth 
much of the same information. 

PCP - As to PCP, his agreement with the consortium Is attached 
as Exhibit 1V-E-5. It will be noted, that it is not signed by 
PCP ( reportedly his normal business practice). A Northrop 
statement to the IRS indicating his relationship and the 
rationalization of the commissions is quoted as follows: 

"The commission paid to PCP was in consideration of a wide 
variety of consulting services. PCP 1g a private businessman 
who has rendered similar consulting service*, to a number of 
corporations operating iu Zi*n» These fees were paid to PCP 
as an individual for legitimate services rc.idared by him. 
During the years here in question Page was undertaking, for 
the first time, very extensive operations ir. Iran, and it was 
only prudent for Page to obtain the advice c..;d assistance of 
local experts. It may be the auditors* pusMlon that PC? is 
in some way a "de fact o" government official. PCP derives his 
[royeJJ title from the fact that he is one of many [relatives] 
of the Shah of Iran, There are numerous |aw.h relatives] in 
Iran; and PCP, despite his title, is not an official of the 
Iranian Government. The value of his services to taxpayers 
results from hit years of experience in Irur.-.an business and 
not from his purely hereditary cil2e." 
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Siemens - A third usage was to the so-collcd "Siemens account." 
Siemens is one of the members of the consortium, yet apparently 
received and disbursed funds, as discussed below, on behalf of 


itself and the other three members. Siemens is said to have 

/ —--- - 

'needed these amounts in order to make ce rtain paym ents on 

behalf of the consortium. No other written documentation 


appears to exist at Northrop. 


The services that were received for these various payments 
were described by Northrop only to the extent set forth in the 
various exhibits referred to herein; little more could be 
ascertained. The agents are apparently not performing work at 
the present time, based on our interview with Ross Miller, a 
Northrop Vice President now responsible for the contract 
administration. The efforts expended by these agents appear 
to have been only in connection with the initial contract 
negotiations, financing, etc. 


3. Payments co Consul t ants ond Investigation Th ereof - The 5% 
commission allocated on this contract, has *<t;cn committed as 
follows, with the amount paid also indicate**: 


59-120 0 - 76 - 28 



-A&ent, 


Denrees (3%) 

PCP (1/2%) 

Siemens account (12) 
Not specified, or 
uncommitted (1/2%) 


Consortium 

Total 

$ 6,750,000 
1,125,000 
2,250,000 

1.125,000 


TOTALS $11.250,000 


\ Amounts 

\ -, nw« ... 

\$6,750.000 
•v 1.125,000 
v 2,050,000 

' — 0 ~ 
$^925,000 


♦Based on information obtained from Page, representing 
total payments through September 30, 1974 \ 

Northrop's share of the total consortium commitment approximates 

$6,750,000 (60%). The actual Northrop share of amounts paid is 

$5,984,000, Which is attributable to the individual agents,, as 

follows: ' ' 


Denrees $4,135,000 

PCP 705,000 

Siemens 1 ,144, 000 

TOTAL $5,984,006 


These arc approximate, inasmuch as the actual Northrop share 
has varied at timer, throughout the life of the contract, and 
it was not generally possible for us to trace actual Northrop 
payments through the consortium to the ultimate recipient. 

We were informed during the interviews of key Northrop execu¬ 
tives that there is no knowledge ns to the possible use of the 
uncommitted allocation ($1,125,000), or of the $200,000 not 
yet disbursed to Siemens, Other than certain initial payments 
which were paid by Page direct, the various payments by Page 
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were to the consortium. In this latter case, the general 
sequence of events as described to us was as follows: Northrop 
would send its portion of the payments to a bank account 
maintained by the consortium m Switzerland; from which account 


the final 


ements would be made. Ttife consortium account 


was not under direct control of Northrop, but rather was under 
the joint control of all consortium members. We attempted to 
secure some support for disbursements from the consortium 
account, and with the exception of an initial ($1,200,000) 
payment to Siemens, did obtain some data. The support obtained 
consisted of letter advices to the Swiss consortium bank 
authorizing transfers. These letters (copies observed by its 
were unsigned) were to bo signed by two individuals on behalf 
of the consortium, one of which was a Northrop representative - 
Hughes (who is referred to in Exhibit IV-E-6). With respect 
to certain payments, consortium disbursements were made on 
July 29, 1971 and May 23, 1973, in equal amounts, by transfers 
from the consortium account to a numbered Swiss account, 
purportedly PCP_controlled . The second payment to Siemens 
($850,000 on June 28, 1971) was also disbursed In this fashion 
to a numbered Swiss hank account purportedly under Siemens 1 
control. In a 1*?73 affidavit (Exhibit IV-E-7), Kitchen states 


his belief that these "Siemens" payments were to be made . 

, to individuals, whose identity I do not know." We were 
unable to determine the nature and purpose of these disbursements. 
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In an attempt to support these ’’third party sales expense" 
payments, we wrote to the other three members of the consor¬ 
tium asking for confirmation as to total payments made and to 
whom paid. Two of these have declined to answer - see Exhibit 
IV-E-9 - and, through September 30, 1974, no reply had been 
received from the third member. Further, confirmation requests 
were directed to the purported recipients, asking for verifi¬ 
cation of amounts received, any return cf such funds to Northrop, 
or any use of the funds for political payments or other unusual 
purposes at Northrop 1 s direction. As of September 30, 1974, 
no replies have been received. In addition to these 
confirmation attempts, our review of the various transactions 
included inspection of the available contractual documentation 
and correspondence files. We also conducted interviews with 
the*various Northrop officials familiar with the Page/Iran 
activities* These procedures were carried out both in the 
Corporate Office and at Page in Vienna, Virginia. 

4. Weaknesses or Problem Areas Noted 

Loss of Tax D eduction - The apparent lack of documentation as 
to business purpose of the Siemens payments ! iz resulted in * 
Northrop*s failure to obtain a substantial ti.se deduction. 
Northrop's share of the two payments made to Siemens were 
$628,000 and $516,000, respectively, which at: aunts arc not 
being claimed as tax deductions by Northrop. Two Northrop 
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affidavits obtained as part of the tax-consideration documen¬ 
tation are attached as Exhibits IV-E-6 and IV-E-7. Also 
attached as Exhibit IV-E-8 is a*copy of a letter Issued March 27, 
1973 to the IRS setting forth the contemplated tax treatment. 

Services Rendered - In our interview with the former president 
of Page (Waldschmitt) and a representative of Page's outside 
counsel, we were informed that a representative of Denrees 
assisted in the initial negotiations and the formulation of 
the INTS contract. (These services are also described in the 
various exhibits referred to herein.) None of the present key 
executives interviewed appeared to be familiar with the speci¬ 
fic services provided by the agents referred to in thio dis¬ 
cussion. Further, present Northrop management in Iran states 
that no cervices are currently being rendered by these agent3. 


F. ISOLATED PROBLEMS 

1. Triad Financial Establishment - Triad was retained by Northrop 
in 1970 as an agent in Saudi Arabia. Pursuant to written con¬ 
tracts, Triad receives 4% to 5Z of contract sales prices less 
the value of certain items that are not construed to be Northrop 
products. The total commission paid or pay, ble to Triad on 
existing contracts amounted to approximately $11,300,000 at 
December 31, 1973. Payments of approximately $6,000,000 that 
have been made under the Triad Agreement, for the three years 
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ended December 31* 1973, are summarized on Schedule P. Con* 
tracts with Triad are primarily handled by the Aircraft Divi¬ 
sion of Northrop. 


The above referenced commissions are being reimbursed to 
Northrop as part of the contract billing value approved by the 


U.S. Governments Apparently, one of the reasons the government 
recognizes these commissions as being reasonable was a meeting 
in which the principal shareholder of Triad, Ad nan Khaohoggi, 
explain ed hi s agency rel ationships to government representatives 
A memo prepared on that meeting which describes how business 
is conducted in Saudi Arabia (Exhibit 1V-F-1) and a general 
statement of services performed by Triad (Exhibit IV-F-2) are 


attached fer further information in this respect. A magazine 
article reports that Khashoggi nas denied rumors that he 
contributed to Nixon’s campaigns. 


Matters involving Northrop's relationship with Triad which 
were noted during the investigation and considered to be 
unusual arc summarized below: 


(a) During 1971 a representative of Triad approached a 


representative of Northrop and indicated that it would be 
necessary for Triad to make a payment to n Saudi General 


in order to assure his support on a follow-on contract. 
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SCHEDULE P 

SUMMARY OF PAYMENTS TO TRIAD FINANCIAL ESTABLISHMENT 
Three years ended December 31, 1973 _ 


PAYMENTS TO TRIAD 

Advance payments (non-refundable) 
Special non-interest bearing 
advance payments (I) 

Payments to assignee bank on 
behalf of Triad (2) 

Payments to Triad International 
Marketing Corp. (formerly 
Alnasr Trading & Industrial) 


1971 197? 1973 

$ 886,822 $1,*00,000 $ 

250,000 200,000 

2,034,679 

30,000 30,000 30,000 


PAYMENTS TO TRIAD ASSIGNEE'S 
Cantona Establishment 
Business Services & Research 
Establishment (2) 


94,178 


40.000 


TOTALS 


417,659 


79.892 


(X) Applies against commissions arising from future salc3 

(2) Confirmation received from Indicated payee. No exceptions reported 


NOTE - Confirmation requests have been sent on all other amounts indicated 
above, however, as of the date of this report, no other replies have 
been received. 



We were' told that at a meeting in Saudi attended by Jones 
and others* some type of commitment was solicited* and 
Northrop ultimately assumed the obligation for the payment 
($250*000). A similar payment ($200*000) was reported by 
Triad to be required in 1973 to the successor of the 
above referenced General. 

These payments were ultimately made to Triad in the form 
of non-interest bearing advances (see Schedule P). About 
the same time as the second advance vui. paid* an agreement 
was entered into with Triad whereby the total of these 
advances would be applied as a credit against possible 
commissions which might bn earned on future 3&les. 

Discussion with N orth rop executives confirmed the above infor¬ 
mation* which had been initially obtained from our review of 
Northrop correspondence files. These executives indicated 
that there was no way for them to know whether or not suc h 
payments were actually required or whether such payme nts were 
actually made to the Generals. It was theii view that such 
advances might be recovered against future .emission payments 
and were worthwhile in terms of maintaining good business 
relations with the agent and insure smooth operations in Saudi 
Arabia. 
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(b) A Sau d i Prin ce approached a representative of Northrop at 
the time of a major contract signing and indicated that 
he deserved a commission ori the sale for the work he had 
performed* He apparently had an agremtent with Triad to 
participate In the commissions on a direct sale and not in 
the case of a government-to-governaent sale such as this 
one under discussion. Representatives of the Saudi 
Government also approached the Northrop representative 
and indicated that (whereas they were not speaking In any 
official capacity) they understood that there was a 
disagreement with the Prince and they considered this to 
be most unfortunate, ahd hoped things would be worked out 
to his satisfaction. 

It is our understanding that Triad attempted to get 
Northrop to make additional commission payments for the 
Prince's benefit. However, Northrop isolated that any 
such arrangements that had been made were Triad's respon¬ 
sibility. An assignment agreement was subsequently 
executed between Triad and the Prince's company (Cantona 
Financial Establishment) lor a port!or if Triad's fees 
(see Schedule P). 

We were informed by Northrop executives that the Prince is a 

bona fide agent in Saudi Arabia. Furthermore, we were Informed 



that there are hundreds of such princes in Saudi Arabia* and 
that this Prince does not have any official capacity in the 
government. 

•> 

Naclonal Pe Servicos De Aeronautics LTDA - This agent (herein 
referred to as "Nacional M ) was retained by Northrop for the 
sale of P-5 type aircraft and related equiyaent in Brazil. 
Northrop'a relationship with Naclonal began In 1967; the 
agreements generally provided for small monthly retainers with 
the primary payment of fees contingent upon the sale of air* 
craft. The only amount paid during the three-year period 
ended December 31* 1973* was a $100* 000-payment made in 
accordance with contract terms. At June 30, 1974. substantial 
Mounts were becoming due based on orders received. Contracts 
with Naclonal are primarily handled by the Aircraft Division 
of Northrop. 

The matters Involving Northrop's relationship with Naclonal 
noted during the investigation which were considered to be 
unusual are summarized below: 

(a) The agreements with Naclonal have been set up under a 
basic agreement which provides that "... the compen¬ 
sation shall be a total amount of Two Hundred Thousand 
United States Dollars ($200,000.00) . . if as a result 



of Naclonal efforts Northrop receives a contract. Cor¬ 
respondence indicates that the agreeacot is in two parts, 
one of which can be shown by Naclonal to Brazilian tax 
authorities and ". . . an annex that contains the real 
■eat of the compensation." There was another memorandum 
in the files that indicated "... the fact that we have 
entered into two agreements with Naclonal - one Indi¬ 
cating a flat sun payaent and one indicating additional 
compensation - could result in embarrass ment to bot h 
Northrop and Nacional if the U. S. Govrrnt»oni- discloses 
agent fees to the FMS customer." 


Northrop Aircraft Division executives questioned on this 
matter could not recall that the Intent of Nacional was to 
have a separate agreement to show to the Brazilian tax authori¬ 
ties. They also indicated that they did not fee1 there was 
anything unusual in complying with Nacional 1 1 . request for two 
separate agreement s, in that th ey were going ;dong with normal 
business practices in that country. 

(b) A dispute arose between Northrop and Nat cnnl Involving 

compensation for optional equipment that .uight be Installed 
in the aircraft sold. The agreement provided for a flat 
sum for each aircraft sold and did not specify any Addi¬ 
tional amounts for optional equipment. Naclonal*s position 



' was that they should be compensated for the sale of 
optional equipment) as such sales reduced the funds 
^ available for the purchase of additional aircraft. The 
correspondence file indicated concern over possible tax 
consequences. Subsequently, a separate consulting agree- 
ment was executed which provides for the payment of an 
amount ($325,000) approximately equal to the amount tl\at 
would have been received by Nacional had additional air¬ 
craft been purchased in the amount to be paid for the 
optional equipment. 

Northrop Aircraft Division executives questioned on this 
matter indicated that even though the agreement did not 
specify payment for sales of optional equipment, this was the 
intention of the parties. Further, it was felt that the 
execution of this separate consulting agreement would assure 
continued good business relations with the agent and that 
valuable services would be received by Northrop over the term 
of the agreement. 

Nihad Sharar a - Sharara is an agent who wan retained by the 
Northrop Ventura Division as their representative in Saudi 
Arabia. Under a three-year agreement dated April 8, 1971 ^he 
was to receive a 5% commission on the sale of the Division's 
products in Saudi. Amounts paid to Sharara from inception of 
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his agreement through December 31, 1973, amounted to approxi¬ 
mately $342,000* 

The matters involving Northrop*s relationship with Sharara 

n 

noted during the investigation which were considered to be 
unusual are summarized below: 

(a) The basic commission rate originally due Sharara was 5%, 
and this was later supplemented by an r.ddltional 2-1/2%. 
This increase was described as being for "extraordinary 
expenses associated with market development" in a supple¬ 
ment to-the agreement.• Executives St the Division were 
questioned as to what these "extraordinary expenses" 
were, and whether they involved any payments to govern¬ 
ment officials in Saudi. They said that they did not 
have any such knowledge, and that the mason for the 
additional commission was' that they we: e informed by the 
agent that he needed additional funds % o be successful in 
his work. A decision was then made that payment of the 
additional compensation was worthwhile in tbims of bene¬ 
fits to be received by the Division. Ve were? also 
lnfu**ued that j.he total commission rac • ’-'as comparable to 
what other agents were receiving in Sv.di for the sar t e 
type of work. It was no?«d that the !'tuior did retain 
? a new consultant in Saudi in J974, who is to receive a 


similar 7-1/2%. 



(b) There vaa a letter in tVie files to Sharara front the 

Division Marketing representative which stated, "Basi¬ 
cally, as we are paid, you are to be paid according to 
our original agreement. Then^to give you some maneuvering 
room, 1 doubled your initial patient." This increase in 
advance payments was incorporated' In a supplement to the 
basic agreement. Division executives questioned about 
the reason for the Increase in the advance payment and 
the comment concerning "maneuvering roorc" explained that 
this was to assist the agent in his general requirement 
for operating expenses. 

As an aside, it was noted that the above changes in the basic 
agreement, which took place after the signing of the original 
agreement, were, nevertheless, dated as of the same date. 

Interocean Salvage Cor poration - This agent (herein referred 
to as 10S) was associated with Northrop in its Bangkok airport 
project. This project, which was later terminated, was to be 
of substantial contract value and was the subject of extensive 
negotiation proceedings. 

An agreement was entered into with IOS, wherein they were 
appointed exclusive brokers on behalf of Northrop* An adden¬ 
dum to this agreement provided that they were to receive 
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approximately $4,300*000, of which $500,000 was payable at the 
Initial signing by the Thai government of a letter of intent. 
The balance was payable over three installments at various 
bench-mark events. We are Informed by in-house counsel that 
originally Northrop was obligated to pay approximately 
$1,400,000 upon any initial signing, but that this was reduced 
through negotiation to the $500,000 level. This letter of 
Intent was in fact signed, and on February 2, 1973 the sum of 
$500,000 was paid by Northrop. Apparently, no further activity 
occurred, and no work was undertaken nor additional amounts 
paid to 10S. 

The primary matter which was noted to be unusual in this 
transaction was the fact that this agreement, which resulted 
in a one-half million dollar expenditure, was ex ecuted with no 
apparent knowledge at the Corporate Office level. The extent 



Bangkok was reportedly discovered after the fact. It should 
be noted that this representative is no longer actively employed 
by Northrop. 

Management & Technical Consulta n ts Co., Lim ited - This agent 
(formerly known as Aviation Technical Services Company, Ltd. 
and herein referred to as MTC) was retained for sale of 

Northrop products in I*ran. MTC was reportedly headquartered 

4 . 



In Switzerland, and at the time of the name change, was relo¬ 
cated to Bermuda. 

Under a three-year agreement, which became effective as of 
August 1, 1971, Northrop has paid MTC $150,000 annually for 
consulting services. In addition, separate three-year agree¬ 
ments exist with three Northrop profit cemters which provide 
for commissions on the sale of their prodacts aggregating 
approximately $2,200,000 for the three yearn ended December 31, 
1973. Commissions under these agreements range from a maximum 
of 4-1/2% on the direct sale of target drones down to 1-1/2% 
on the indirect sale of aircraft and related support equip¬ 
ment. The annual consulting fee is deductible against any 
amounts payable under the terms of the commission agreements. 

Subsequent to the execution of the agreement between Northrop 
and MTC, the Government of Iran announced (in 1973) a policy 
against the use or compensation of agents for transactions 
consummated as foreign military sales through the United 
States Government. Continued use of agents is acceptable, if 
advance approval is obtained from the Iranian Government. MTC 
h&B not sought this advance approval; thus r.jtual attempts are 
being made to terminate the agency agreement (see Exhibit IV- 
F-3 attached). Northrop has made a settlor. ;t offer for 
$1,300,000; however, this was not accepted and further negotia¬ 
tions are in process. 
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G. SUNDRY PROBLEM MATTERS 

1. Use of Currency for Northrop Expenditures 

$30.000 Currency Transaction - On December 22, 1972 a check in 
the amount of $30,000 was drawn, cashed, and the proceeds 
thereof taken to Iran by Ross Miller for certain in-country 
expenses. Copies of the check request and cancelled check arc 
attached as Exhibits IV-G-1 and IV-G-2. Miller's accounting 
for such funds, provided as part of his response to the Special 
Investigatory Procedures Questionnaire, and summarized in 
Exhibit IV-G-3, reflects that approximately $18,000 was even¬ 
tually restored to Northrop*s accounting control. We were 
informed that the remaining currency was use.d for various 
expenditures in Iran, the largest portion being used to pay a 
tax assessor (personally) for his enabling Northrop to elimi¬ 
nate a minor tax matter. 

IBS. Currency Transaction s - The Eastern Regional Office of 
Northrop (ERO) makes many currency expenditures. See dis- 
cussiou in Section II of this report with respect to the 
political payments made in currency which were disclosed to us 
during the investigation. ER0*s periodic Corporate Office 
Reports Indicate that many other currency expenditures are 
made for various purposes. For example, one consultant ia 
paid a small monthly amount in currency, and certain other 
expenditures (J.e., repairs and maintenance) are also paid 


59-120 0 - 76 - 29 



In this wanner. We were informed during our inquiry into this 
practice that it was simply deemed expedient to operate in 
this fashion. Our review of the reports Issued by BRO Indi¬ 
cates that a total of approximately $119,000 was disbursed in 
currency for the three years ended December 31, 1973. In many 
Instances receipts in support thereof were not available for 
our review. 

Other Currency Transactions - We noted in our review of a 
former officer's expense reports that currency expenditures 
were made in Bangkok for various consulting services. These 
aggregated some $4,400, usually being made in Increments of 
$400 to $700. 

Unsupported Items on Expense Reports 

Pursuant to Northrop policy, certain expenses incurred by 
Northrop personnel and reported in expense reports are not 
specifically explained. When certain personnel are enter¬ 
tained, their names are not indicated, rather, the term 
"Northrop Private" is used. A copy of the Northrop policy 
statement with respect to expense reports ii attached as 
Exhibit 1V-G-4. We were informed that complete details or 
"names" are submitted initially in order that proper review be 
made and approval obtained. At this time, the details are 
then presumably removed and retained under tax department of 
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other confidential control. An exception to this stated 
policy vas noted with respect to various expense reports from 
the BRO (referred to in part 1 above), where all such docunen- 
tat ion prior to December 1973 had been destroyed.., 

n 

During our review of selected officer expense reports for 
unusual or unauthorized expenses, we summarized the expen¬ 
ditures for which no support was available in the Corporate 
Office Accounting Department. This revealed that approxi¬ 
mately $38,000 was so disbursed in 1973, and $31,000 in 1972, 
with only very minor amounts prior thereto. 

3. Unusual Payments to Third Partfes 

As mentioned in subparagraph A of this Section of the Report, 
this portion of the investigation has been limited to more 
significant transactions. While the following payments to 
third parties are not material in amount, i»: has come to our 
attention in the course of the special investigation that they 
were made under circumstances which may cause them to be of 
interest to the Audit Committee. 

SpecialPayments to Iranian Attorne y - An attorney is retained 
In Iran to handle various legal matters pursuant to an agree¬ 
ment with Northrop. The agreement provides for monthly pay¬ 
ments ranging from $2,000 per month (initially) to $4,500 
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per month effective in June 1973. In addition, three lump-sum 
payments were noted to have been made: $15,000 in 1971, 


$50,000 in 1972 and $16,000 in 1973. In our inquiries of 
Northrop personnel, we were unable to determine the need for 
or propriety of these special payments. We were informed that 
such payments were "very confidential, 11 and that they were not 


to be disclosed vithin^ I ran. The attorney confirmed the 
receipt of the funds and the fact that no amounts were returned 
to Northrop or paid at their direction, byt the ul tima te usage 
was not disclosed. 


Special Payment to Indonesian Agent - A $15,900 payment was 
made to an Indonesian agent in October 1972, which was in 
excess of the amount provided by the applicable Northrop 
agency agreement. The ultimate use of these funds could not 
be determined; however, we wer e Informed by one^resg gflgjMe 
Northrop employee that be understood the anoint went to an 
Indonesian politician, in the form of a gif'.. Tills agent had 
not, as of September 30, 1974, responded to our confirmation 
request. 


\ 



Special Payment to Libyan Aaent - In June 1573, $85,000 was 
delivered on behalf of Page by wire transfer to an account in the 
Swiss Credit Bank in Zurich, Switzerland. The ttansfor, in favor 
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of Z-Comm Establishment was made pursuant to a letter ot Instruc¬ 
tion dated June 21, 1973. Services were reported to hive been 
rendered, although no contract could be located during the 
special investigation. This agent had not, as of 
September 30* 1974, responded to our confirmation request. 

Unidentified Disbursements at Page - In our work at the Northrop 
subsidiary in Vienna, Virginia (Page), two transactions were 
encountered wherein no contracts for 8ervic*.'a could be located, 
no definitive description of services could be obtained, and 
no current addresses could be located. No further investigatory 
procedures were performed. These matters are described briefly 
as follows; 

1. From approximately May 1971 through June 1972 

periodic $1,000 payments were mad«? to a consultant, 
reportedly in Iran. The total paid was 

$15,000 during this period. The .v/osuitant's name 



2. On November 27, 1972, $27,000 was. paid to a con¬ 
sultant by the name of Maatoug. r?is services were 
reported to be in connection with a conlract in 
Libya. 



SELECT BREST ft ERNST NOTES OP INTERVIEWS AND SUPPORTING DOCU¬ 
MENTS PROVIDED BT NORTHROP CORPORATION IN THE COURSE OP 
THE SPECIAL INVESTIGATIONS 
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PART B - 1. 

GENERAL DISCOSSIORS OF THE ROLE OF AGENTS AMD CONSULTANTS 
SEHTINQ NORTHROP ABROAD 
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Administration 

E. J. Norman. Vico President • Marketing X Planning 
G. M. Wilson, Manager - Operations 
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♦ Pane Communication* Engineer*, Inc. 

Irving Kaufman, President 

Alien Adtr, Vice President - Operation*, Central fc 
South America 

John II, llaker, Vice President * Finance 
W. Douglas Carter, Vice Prceldent - Operation*. 
r*r East It Pacific 

llrian W. I>atf|herl|) Vice Prceldent - Admlniatrailon 
II. Frank Cillerd, Materiel Vic* Prceldent 
Homer S. Hoard, Vice Prealdent - Operation*, 

Jack W. Klnnally, Vice Prceldent - Operations, 
Technical Service 

Laird L. 'I.evison, Vice Prealdent - Operation*. 

North America 

Jamca ft. McLeod, Vice Prceldent - Program 
Development 

RlchardS. Reed. Vice Prceldent * Induatrial Relations 

* George J. Thiergartner, Vice President - Engineering 

♦Warnecke Electron Tubes, Inc. 


L. R, Grohe, President 

F. Voltaggio, Vice President - Marketing 

D. Stress. Controller • Finance It Industrial Relations 

O. Dochler, Chief Scientist - Research It Development 

C. F. Collins. Manager - Programs It Contracts 
B> Hyland, Manager - Operations 

RWIlcoa Electric, Inc. 

R. J. Shank, President 

D. R. Dermond, Vice President t Manager - Marketing 
D. R. Egloff, Vice Prealdent * Finance It Treasurer 

C. D. Fedde, Vice President • Support Engineering 
J.- Katona, Vice President fc Manager • Manufacturing 
J. E. Woodward, Vice President * Engineering 
W. R. Lewis. Director - Advanced Planntng 
V. C. Dahlstrom, Manager - Industrial Relation* 

» World Wide Wllcoa, Inc, 


R. J. Shank, President 

J, R. Hunt, Vice Prealdent It General Manager 

M. L. Durd, Director of Finance 

E. W. Denr.ler, UI, Director of Operations 

K. M. Paice, Director of Marketing 

J. G. Robbins, Manager of Industrial Relations 

N. N. Oktay, Manager of Construction Engineering 
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KEY MEETINGS/JONES 
FiU 17B 

p. 1,2,3,4,5,6,7,8 


ERNST & ERNST 

LOS ANGELES 



TO Northrop File 


FROM l, d. Gray 




OATE 

SUBJECT 


June 26, 1974 

Interview with T.V. Jones 
on June 25, 1974 


At 9:30 a.m. on June 25th, a meeting was held in the Northrop 
Corporate offices, attended by the following: T. V. Jones, President of 
Northrop, Leonard Janofsky, Jones’ counsel, Mr. Willens of Wiltoer, Cutler 
& Pickering, E. Raymond Crim of Ernst & Ernst, Larry Gray of Ernst & Ernst, 

Dusty DeVos of Price Waterhouse & Co. 

The purpose of the meeting was to conduct a preliminary interview 
and hold an exploratory discussion with Mr. Jones in connection with the 
special investigation. Mr. Jones had met the previous afternoon with the 
Audit Committee (attended by Messrs. Willens and Crim) wherein he set forth 
to some degree the same matters to be discussed today in more detail. 

Mr. Jones started the discussion by setting forth what was of key 
concern to himself and the other Corporate officers - namely that of drawing 
a line between what should be disclosed for purposes of the special investiga¬ 
tion versus that data which Is confidential and of concern business-wise to the 
Company. He is very concerned about the availability of the workpapers gener¬ 
ated during the course of the special investigation, and what might happen If 
certain" key and confidential matters became public knowledge. Legal counsel 
is pursuing this question of confidentiality, and hopefully a satisfactory con¬ 
clusion can be reached in the very near future. He believes the only hesitation 
in the minds of any of the Northrop officers has to be because of the confidential 
concern, and that if there has been any hesitancy to answer questions posed as a 
result of the special investigation, it is because of this conflict in their minds 
between what they should disclose for the investigation versus what they feel they 
cannot disclose for general business purposes. After setting forth these general 
reservations, Jones proceeded to recount certain matters. 

Jones led off the discussion by reciting that he would like to refresh 
himself and us as to the sequence of events leading up to the special investigation. 
He stated that he was concerned about the status of the special investigation, in 
that bits and pieces were being picked up here and there and perhaps they were not 
being pieced together properly. He further stated that he was concerned about the 
Savy relationship, particularly since receipt of the letter from Savy, wherein he 
declined to participate or work with us during the conduct of the investigation. 

He felt that Savy's letter may raise questions in our mind, which he wanted to 
dispel. He further stated that in his mind the ’’whole problem is purely Savy." 
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He then gave a brief overview of the origination of the Savy agree¬ 
ment. He started this by recounting very briefly the early history of Northrop 
(in the 50's) where they were having a real problem making a profit and making 
a go of it. Allen came on board in the very early 50's, and Jones shortly 
thereafter. At this time the basic premise at Northrop was that they should 
adopt a very "hands off" relationship as regards political matters. Jones did 
begin to obtain some knowledge of what others were doing in the political arena, 
however, and he somewhat looked into this area, and knew that Allen had done 
public relations work at his prior company (Rand Corporation) and decided that 
he would be the logical man to spearhead this type of relationship at Northrop. 
In 1959 Allen was appointed vice-president for Public Relations. 


In 1961 Northrop apparently lost some business in Europe, and they 
were concerned about what they might have to do to make sure that their repu¬ 
tation and name became known. They felt that they almost had to go overseas 
for business, inasmuch as they were not getting what they considered their fair 
share in the U.S., because of their "honest pricing" policy. Jones stated that 
he always felt it more prudent to give a more realistic estimate on the front 
end, even though in the U.S. it may mean that you are not awarded the contract 
because you were not the low bidder. They thus decided to go overseas with the 
hopes that they could enter the foreign arena and be successful. They felt that 
in order to do this, however, they needed an expert and needed a "window" in 
the foreign countries. They felt the best way to do this was with an independent 
party. Allen explored this possibility, and in 1961 he found Mr. Bill Savy 
through an acquaintance he had by the name of Stanley Simon. Savy's background 
is on file, and was apparently explored at great length by Northrop. He was an 
attorney, a former intelligence officer, and had apparently been used by his gov¬ 
ernment for various investigations in the U.S. in the aero-space industry. He 
apparently also worked for European companies, such as Rolls-Royce, and has appar¬ 
ently for a number of years been very active in arranging for foreign loans for 
private parties, corporations, etc. Jones met Savy and they agreed to enter a 
working relationship. Per Jones, he was originally to be used only for his "window" 
and was not to be used originally as a conduit for fundling funds back to the 
corporation for other purposes. To the best of Jones' recollection, this conduit 
idea started maybe three or four years later. This apparently started as Allen 
continued to bring to the attention of Jones questions of political activity, 
what he felt others were doing, and what he felt Northrop would have to do to 
maintain their posture. There apparently evolved the conduit approach, wherein 
they felt this was the best way to have some funds to take care of their political 
commitments, and at the same time being very discreet. Jones said he felt in his 
own mind that this approach was practical, and reasonable. The dollars coming 
back in to Allen, were thus used as required to meet their political commitments, 
and there was no advance planning as to an amount of fund to be established. Jones 
said that he believed that this approach was far better than what others did - 
for example - to require the officers and directors to make political contributions 
for which the Company then perhaps increased their bonus, etc. or secondly, to 
use vendors or suppliers for this purpose. Jones said they o*M*r discussed 
never considered these other alternatives, but felt that this foreign consultant 
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conduit approach was a practical working solution. Jones stated that he has 
never discussed with Savy specific transfers of funds bock to the Corporation, 
but that the practice more or less evolved and was just done as the need existed. 
Jones did state that he felt the funds Varied considerably as the requirements 
varied, but he had no estimate as to total amount of funds that may have been 
returned to the Corporation. The only matter of which he was very personally 
aware, was the major $120,000 payment to Savy in 1972, which is the subject - 
initially- of this special investigation. 

In response to certain questions as to what Savy produced for his 
payments, Jones said that his work was very worthwhile to the Company, but that 
very little was received from Savy in writing. He stated that Savy liked to 
discuss personally or by telephone the work he was doing, and that normally his 
work had very easy answers. He stated that early in the arrangement with Savy, 
almost always these discussions were with Allen, but that in early 1973 he had 
more contact with Savy because of the importance of a major project in Belgium. 
Jones stated that early in their relationship with Savy, he had only met person¬ 
ally with Savy on a very few occasions. Again in response to a question, Jones 
stated that he has not talked to Savy since March 8th of this year, and that 
prior to that he had seen him a few times regarding the Belgium contract. 

Jones then went on to describe certain other matters pertinent to the 
investigation which occurred prior to 1972. These had to do with certain other 
political contributions of which he was aware, and which often he drew on his 
personal account, and then was reimbursed from the "Savy funds." Based on his 
recollection and available records, these aggregated some six to seven thousand 
dollars. He stated his secretary had the very precise record of what was received 
in the form of these reimbursements since 1970. He further stated that he had 
only once delivered cash from the Savy funds to anyone - this being the $50,000 
payment to Kalmback. He went on to state that he was aware that other presidential 
candidates - such as Humphrey and Johnson - had been given money by Northrop, but 
he was not aware from which source these monies arose. He further stated he had 
heard about certain other contributions, such as a $20,000 contribution to Holmes 
Tuttle, and two $3,000 payments to the 1968 Nixon campaign. These items were 
apparently set forth or ^ame about during the Grand Jury investigation. 

He then went on to state that the only non-political use of the Savy 
funds which he was aware had to do with a $60,000 payment to a European consult¬ 
ant by the name of DeFrancis. This payment was apparently required for some major 
commitments In Germany. His understanding was that these payments went to certain 
"lobbyists" in Germany to help in getting their program or proposal before the 
right people and in an expeditious manner. At this point in the discussions * 

Mr. Jones answered various questions posed by other members present - primarily 
questions asked by Ray Crim. Crim's first question had to do with a point of 
clarification. This was whether or not Jones had any knowledge as to how much 
came back from Savy in total, and whether or not the amounts returned were system¬ 
atic or were on any sort of fixed or predetermined scale. Jones answered both 
of these questions with the statement that he did not know. Crim then asked Jones 
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to describe briefly his definition of a "window, 0 Jones stated that they 
learned very early in their overseas ventures, that being a snail California 
corporation, and being' non-commercial, that in addition to knowing your own 
product and being a good salesman, you hod to know , the Industrial, political, 
and economic policies of the country. FurtWr, you had to have good rapport k 

with U. S. agencies and perhaps most important, you had to have good rapport > 
with knowledgeable people. He stated that he used these windows to know the 
knowledgeable people, and get to know the various policies of the country In 
question. He felt that you don't attempt to go into these countries and bribe 
people, but that you have to know who you should talk to and then just wait for 
the right opportunity to do so. You have to be tolerant and"hold their hands." 
f? You can't force an issue, but have to keep in touch and be prepared to act once 

the "clouds opened." He stated that another way of gaining this "window" is 
by establishing business relationships with established companies abroad. The 
two examples mentioned by Jones were the two major Northrop investments -Fokker 
and Casa. He did feel however that this business relationship had to be supple¬ 
mented by strong advisors or consultants and that thus arose the Savy relation¬ 
ship, as well as certain other key consultants utilized by Northrop. Certain 
of these other key consultants mentioned by Jones were their relationship in 
Greece, where Northrop has been most successful in gaining business, and at the 
same time not being involved in the political turmoil in that country} their 
relationship with Kermit Roosevelt - whom Jones considers the leading consultant 
in the middle east; the relationship with Sam Suki, who has a good rapport with 
the Saudi Arabians; Chennault in Asia; and the DeFrancis agreement or relation¬ 
ship in Germany. 

Crim at this point explored a little more deeply the question of what 
the consultants gave in return for the payments made thereto. Jones stated that 
again personal relationships in these foreign countries is everything. He de¬ 
scribed the relationship in this manner - "Agents open doors and keep you apprised, 
they are a stethoscope on the workings of the government." Crim then asked if 
Jones would describe what he felt Savy meant when he referred to his commitments. 
The thrust of.the implication by Savy is that he uses others to which he has to 
make payments. Jones felt' that these commitments were Savy's various agents or 
others which he in fact did use to further his own career. Clearly he cannot be 
everywhere at one time, and probably relies on others to generate or accumulate 
facts and information for him. These commitments thus become part of Savy's cost 
of doing business. Crim ankud if Jones was aware as to whether other Northrop 
consultants used so-called ub-consultants, and whether or not he was aware if 
any other Northrop consult ts built up funds in their own house like Savy. 

Jones stated that to his knowledge none of the relationships worked in the manner 

of Savy. He felt that to the best of his knowledge, Savy was the only one using 

these sub-consultants, except maybe for certain "stringers." Per Jones, the 
ringer is an individual who may be on call for information, but who is not working 

full time or devoting considerable efforts for the project in question. 

At this point of the meeting Crim handed out the schedule of payments 
made to Savy since 1961. This is a summaty of Northrop prepared data, and a 
copy is attached hereto. Certain questions were directed to Hr. Jones from 
this schedule, highlighted as follows: 


0 » 
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1. Crim inquired as to what the difference was between the various Company 
navies used by Sovy. Mr. Jones stated he was not sure, and this question 
should be asked of Allen. 

2. Crlm inquired as to whether or not he knew what a reasonable amount of 
compensation to Savy was - for example is the $10 # 000 a year reasonable. 
Again Jones stated that to the best of his recollection, the amounts 
fluctuated for a number of reasons, such as level of effort, later on 

as to how much might be required for political commitments, and at other 
times payments'were a by-product of budget cutting and general belt 
tightening at Northrop. 

3. Crlm inquired as to why the big jump in payments to Savy in *68 and '69. 
Jones stated that he was conscious that they had in fact raised the pay¬ 
ments to the $10,000 per month level, and that he was somewhat surprised 
that at the same time another $5,000 was going to one of the other Savy 
companies, but that whereas this had surprised him somewhat, he did not 
think that it was necessarily unusuAl. 

Mr. Jones stated that he would have to review his file to attempt to re¬ 
fresh himself as to any other reasons why there was *a big jump in payments 
in *68 and *69 - nothing was readily apparent at this time. He did recall 
that he felt It was about this time that there was a big increase In gen¬ 
eral Northrop activity in Europe, particularly with respect to the F5E, 
the 530, and the Cobra programs. 

4. The total payments to Savy were reviewed briefly. Jones stated that he 
felt the use of Savy as a conduit was abnormal Insofar as the Corporation 
was concerned, thAt it was a loose arrangement, but that this was loose 
by Intention and it was done this way on purpose. He stated he was glad 
he did not know everything with respect to the Savy funds. 

5. He again stated as he had earlier In the discussions, that he had not dis¬ 
cussed oeraonally with Savy the return of funds, other than the $94,000 
return in late '72, which he discussed with Savy after the fact. He stated 
that S§vy was concerned about this transaction, as vaa he, Crim Inquired 
as to why only $94,000 was returned out of the $120,000 originally given 
Savy, hut Jones responded that he was not sure and that this question should 
be asked of Allen. 

Crim Inquired as to what Jones had discussed before the Grand Jury, and 
whether or not they had been told anything that we had not been told, Jones 
recounted that he had discussed the "window 1 * concept, the general arrange¬ 
ments with Savy with respect to fundltng back of monies for political com¬ 
mitments, etc. He stated that he did not know of any facts that had been 
given them that had not been recapped Tor our purposes. He pointed out that 
the majority of the time with the Gram? Jury was reviewing the chronology 
which had been prepared beforehand, and which has previously been given to 
us during the conduct of the investigatory procedures. 
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Jones summarized once again his basic contention that he felt the uHe of 
Savy in this fashion was not necessarily bad, and that ho felt it was much 
better than through the use of suppliers or employees. He stated ho did 
not want to' involve other officers in thin Savy arrangement, and that 
really only he and Allen knew of the Savy transactions, with Allen being 
the key contact. He stated that he was aware that Savy was to be used to 
some degree for this political commitment work, and that he (Jones) did 

In fact, want a fund which was not on the books to be used in what his mind 

was in "the best interest of the Company." 

^ Crlm inquired as to why Jones didn't take money back from the Committee 

* , to Reelect the President when they offered. Jones stated that he was con¬ 
vinced that he could take care of this particular contribution by making it 

personal in nature rather than part of the Savy fund. He was convinced 

that once he did in fact give his own money and had the other officers par¬ 
ticipate, that this this deal was "all right." He stated that he did not 
want any publicity at this time, and was very concerned about the people 
within the Committee to Reelect the President, and their apparent lack of 
organization, general disarray, etc. He stated that he felt the back dating 
of the documents by he and the other officers was really just to straighten 
out the contribution, and that this was in his mind a "accounting made right 
in time." Crim inquired as to why Jones used DeFrancis in his meetings with 
the Committee to Reelect the President. Jones stated that DeFrancis was a 
well known attorney and a consultant in Washington, D.C., and that Jones 
wanted more Insight on facts to help him understand the Committee to Reelect 
the President's motives, method of operation, etc. 

Crim inquired as to whether he believed Savy still had a value to the Company. 
Jones stated that he most certainly did, and that this was of continuing val¬ 
ue, that he would not want to cut off the Savy consulting relationship 
unless he definitely had to . He stated that he has, however, planned ahead 
slightly in the event that public opinion meant that he might have to cease 
dealing with Savy. He has apparently inquired as to the availability of 
other consultants in Europe, and has made some preliminary contact (through 
Northrop, S. A.). 

Crim inquired into thcr Company known as The Economic and Development Corp. 
Jones stated that he had a number of years ago found that a similar organi¬ 
zation existed at Lockheed, and he felt that it was a opportune way of de¬ 
veloping business relationships and rapport in the foreign country. Jones 
stated that he hat} asked that it be formed, and that he had participated quite 
JiqrH tv Iff thc» _ structure of tfu; Company. ~~ this" h.u been set up bv OeFrancis 
ip 1967 and *68 and basically - as statetT akove - was_patternecl after the*" 
Lockheed predecessor . He stated that this Company was reany used to 1 
^'present* 1 ""the" product of Northrop. It was apparently a little more of a sales 
organization than most other agents or consultants abroad. He stated that 
this Company cannot commit Northrop, rather just acts as a sales agents, and 
as stated, presents the product. Northrop apparently put in $200,000 to get 
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thla Company started, and has node continuing Investments or payments since » 
that time. The payments made vary with sales of the F5E. Apparently all I 
of the officers of that Company are foreign people, and per Jones, are top I 
people in the various countries. I 

Jones more or less summarized the meeting by saying that he was very anxious 
that we receive full cooperation from all people. He is concerned, as stated 
at the start of the meeting, as to the question of confidentiality, but that 
if the attorneys can resolve this question to everybody's satisfaction, he 
hopes that we can make fast progress. 

Arrangesents were made at the close of the meeting to talk to Mr. Savy in 
Paris. Mr. Savy could not be reached today however, and attempts will be 
made to contact him on the morning of June 26. 

With this, the meeting adjourned, with a statement by Crim that as we had 
other questions, we would want to talk to Jones again, and hope that he 
would be on call. He stated that he most certainly would, and this was 
reiterated by his counsel. 
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SCHEDULE OF AMOUNTS PAID TO AND 
KECEIVED FROM WILLIAM A* SAW BY NORTHROP CORPORATION 



Payments by Northrop! 
Year Payee 


Amount 


Comments 


1961 

Wllco Holding 

$ C,000 

1962 

Wilco Holding 

48,000 

1963 

Wilco S.A. 

13,174 

1964 

Wllco S.A. 

26,088 

1965 

Wilco S.A. 

15»000 


2 bos. 9 $4000/mo. 

12 mos. # $4000/mo. 

1 bo. 0 $4000; 11 0 $634/mo. 

7 bos. 0 $2034/bo; 5 bos. 0 $1250/bo 
12 bos. 0 $1250/oo. 



1966 

Wllco S.A. 

26,250 

3 aos. 6 $1250/mo.; 9 bos. 0 $2500/mo 


1967. 

Wilco S.A. 

10,008 

12 bos. 0 $834/ao. 

“ 

1968 

Wilco S.A. 

15,668 

\2 BOS. 0 $834/bo; 10 bos. 8 $1400/mo. 


1969 

Wilco S.A. 

^ <>9,200 

3 BOS. 0 $1400/no; 9 bos. 8$5000/bo. 


HT969 

Euradvice 

C l v * f 20,000 

2 bos. 0 $10,000 


1970 

Wilco S.A. 

,, r60,000 

12 bos. 8 $5000/mo. 


1970 

Euradvice 

'* r ll 20,000 

12 mos. 0 $10,000 /bo. 


1971 

Wllco S.A. 

60,000 

12 bos. 0 $5000/mo. 


1971 

Euradvice 

** 120,000 

12 bos. 0 $10,000/mo. 


1972 

Wllco S.A. 

' 60,000 

12 mos. 0 $5,000 /do. 


1972 

Euradvice 

yty* <180,000 

12 bos. 0 $10,000 plus additional 




r 

payBant - $60,000 

3 >-3 

1972 

William A. Savy 

Vj60,000 

1 payment 

aao 

1973 

Wllco S.A. 

V 60,000 

12 bos. 0 $5000/mo. 

790 

1973 

Euradvice 

( 120,000 

12 BOS. 8 $10,000/no. 

; a o 

1974 

Wilco S.A. 

20,000 

4 mos. 0 $5000/oo. (thru 4/30/74) 

aao 

1974 

Euradvice 

40,000 

4 bos. 6 $10,000/ do. (thru 4/30/74) 


\ (') t**•,'** 


Aaounts returned to Northrop C*'*porations ... 

1972 Euradvice (*$34,000- Check dated December 26, 1972 

1972 W. A. Savy ( 60,0 00 , Check dated December 29, 1972 

/,•*** lit ^ 



k yy 
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OWSTtOM TO Hft. T. V. JOHES S/l/7* 

74 

1. Listed below srs the consultants, agents and representatives which, .during the period 
since Deceaber 31, 1970, we understand you wars responsible for eaploylng and/or 
supervising* (i.a. you wars the Northrop officer nost fsailisr with their activities 
during that period). 

William A* 3avy (AKA* Buradvice, Wilco Holding, tfilco SA, etc.). 

Keralt Roosevelt & Associates, Inc. 

Frank J. DeFrancis 
J. Cerritsen 

MHHBH 

Herbert We lab rod 

The Economic and Development Corporation 
Aviation Technical Services, Ltd. 

If you.were not, which Northrop officer was tha most responsible and familiar with 
these persons and organisations? 

£. Provide tha names of any other persons or organisations falling into tha category 
of Northrop'a consultants, agents, or representatives who, during any of the period 
since Deceaber 31, ‘1970, should be added tb the above list. 

3.. For each parson or organisation listed in 1 and 2 above (and for whose activities you 
have indicated you are most familiar), provide detailed information on the following 
matters relating to the nature and axtent of their engagement by Northrop? 

■ a. What are such parson's or organisations' qualifications? 

b. By whom reconmanded? By whom employed by Northrop? When? 

c. What services or duties have been and currently are performed (be reasonably specific) 

d. To whom does the person or organisation report; how often; in what manner? 

e. Give analysis of all payments (include accruals) made to or on behalf of the person 
or organisation*by Northrop. As to each amount, describe the nature of the duty 

or service covered thereby. 

A. As to each parson or organisation coverad by your answers to the above questions answer 
the following: 

a. Ware any Northrop funds paid to the consultant, agent or representative returned 
to him by Northrop? In each case where this occurred, an explanation of tha 
circumstances and amounts is requested. 

b. Did the consultant, agent or representative use, or permit the use of, any Northrop 
funds at tha direction of Northrop personnel for political contributions in the , 
United States or abroad? If so, an explanation bf the circumstances and amounts / 
is requested. 

c. Did the consultant, agant, or representative euike any poynents in tha United States 
or abroad at the direction of Northrop personnel which ware known or believed by 
you to be Illegal under tha applicable law? If ad, an explanation of tha clrcuo- 
atanccs and amounta is requested. 

**' d. Are you aware of eny action taken or any payments made by or at tha direction of 

the consultant, agant or representative. In the United States or abroad, whether or 
not at tha direction of Northrop personnel, which are illegal under tha applicable 
law, or. If legal, of a character which might raise questions of propriety to which 
tha attention of tha Northrop Audit Comalttee should be direct*'* If so, an explan¬ 
ation of the circumstances end amounts is requested. 





Regarding transactions with William A. Savy (Ineluding luradvlce, Wllcb Bolding, 

Vllco SA, stc.) to whoa Northrop appears to hm d labors ad approximately $1,130,000. 
not including the $108,150 which you personally scat to hla la early 1,973, provide 
the following specific additional comprehensive tnfornatlon (to the extant not fully 
covered la anewere to the above questions) i 

a. Who In Northrop decided on the laltlal and all subsequent arraag—eats with Ssvy?. 

Be apadflc as to each change in the arrsngaasnts sad i nd i ca te why. 

b. Who decided what aaount waa to be sent to Savy during each of the years 1981 to data! 

c. Does Schedule B correctly display the payments by Vorthrop to Ssvyt Were there 
any otbersf 

d. On idiat basis were the level of payments to Ssvy sat each year? n 

4 * Wi are informed that substantial aaounts ware returned by Savy to Northrop la 
currency, (as used hernia "Northrop" I ncludes Northrop personnel). We have also 
been informed that the minimum retainer to Savy was $10,000 a year. 

1. Bow each was returned to Northrop or its personaelt 
11. To whoa were the returned aaounts given? la what fora? 

ill* On what basis were these returned aaounts established. In other words how did 
Northrop know Savy was returning the proper aaouptl 
lv. If it were argued that Savy returned to Northrop all aaouite above the $10,000 
retainer, could you prove this Incorrect? Cite and describe all instances 
where you know or are aware of payaeats aade by Savy froa Northrop funds other 
than aaounts returned to Northrop. 

v. Do yon know or have reason to believe that tone type of record was maintained 
of the amounts returned by Savy to Northrop? If "yea" exp l a i n fully. Explain 
why not if your answer is "no." t 

■ f. Wa are informs! that Bur ad vies, Wilco Bolding, and Wilco SA have no significance 
except ae entities designated by Willies A. Savy to receive the Northrop payments 
for hie services. Is this correct? If it is, why were separate (and what appear 
to be different) explanations given for the services rendered by each? (See 
attached Schedule A). 

You have stated that between $6,600 cad $7,000 waa reimbursed to you in cash froa the 
Savy funds to cover your political contributions during the period 1970-73. You have 
also stated that Northrop (through normal channels) reimbursed you $5,500 covering 
your 1973 contributions. Other than these, have you! 

a. Received any reimbursements since 1960 for political contributions or contributions 
for political-type purposes - either froa Northrop directly, or indirectly froa 
funds such as the Savy-orlglnated funds, expense accounts, or by other means? 

If so, give dates, aaounts, source of reimbursements and explanations. 

b. Received any other reimbursements of expenses incurred by you, such as for travel, 
entertainment, etc., from nom-recordad sources (a.g. the Savy funds, etc.)? 

You have stated that the Savy funds "have been used for the purpose of: . 

i. making political contributions, and 
11. the payment to Mr. DeFrancis," 

Do you know of, are you awara of, or do you have reason to believe that other payments 
or uses have bean made of the Savy funds returned to Northrop? If "yea," cite all 
Instances and explain. 
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On February 29, 1972, a request for disbursement containing the signature# 
of Jooea, Allen and Willson was Initiated for $120,000, to be paid <$60,000 
to Savy and $60,000 to Buradvlce) for consulting services related to 

marketing and sale of Aircraft and related equipment in principal / Q 
countries of Europe’. These payments ere in additlott to present monthly r v 
payments—." These disbursements were made on March 1, 1972* On Decesber 26, 
1972, Savy returned $36,000, (Credit Swiss# * Ceneva) saying he was returning 
these funds as requested "which have not been committed —" On Decesber 29, 
1972 $60,000 was seat to Horthrop from S. Outswillar A Cie -Basle drawn on 
the Chase Manhattan Baidu These amounts (totaling $96,000) were deposited 
by Northrop In early 1973, and were said to be a return of a part of the 
$120,000 referred to above. v 

a. If the above statements are correct, why was only $96,000 returned? 


b. What happened to the $26,000 ($120,000 less $96,000)7 

c. What was tbs purpose of the $120,000 sent to Savy ( i n c l u di n g Euradvice)t 

d. How can we substantiate the fact that the $96,000 Is a return of a part 
of the $120,000 and not a return of other monies due Horthrop? 


9. As to the $108,150 which you paid Savy on January 25, 1973, It Is our under¬ 
standing that this was to cover the twenty (20) $5,000 checks Issued by 
Savy on Horthrop's behalf too the Mixon campaign on March 8, 1972, plus $8,150 
in Interest on the $100,000 from March 1972 to January 1973* . 

a* If this statement Is correct, how does Horthrop get the benefit of the 
interest paid to Savy since. If Item 8 above is said to be true, only 
Northrop would appear to have bean deprived of the use of the $100,000, 

Mot Savy? 

b. It presently appears that: (i) there Is no way to fully account for the 
funds given by Northrop to Savy (either by Horthrop or by Savy), and 

(11) the back-dated character of the various documents prepared to support 
the transactions surrounding the above $100,000 Mixon campaign contrib¬ 
ution make them unacceptable as audit evidence. Based on this situation, 
how is it possible for Northrop to be satisfied It received back the 
$100,000 paid out of Its funds In March 1972 for the Mixon campaign, when 
your rep a yment went to Savy? 

c. Does Savy presently hold $108,150 for your account? 

10. How do you account for the fact that Savy has $150,000 presently on hand belonging 
to Northrop? Show computations as well as explanations. 


11. Do you believe, or do you suspect that any part of the Northrop funds which 
flowed between Northrop and Savy (including between Savy and Northrop) may 
have ultimately been used for other than Northrop purposes. 

12. Schedule C attached displays whai we are informed ara disbursements from the 
Northrop funds returned by Savy in currency. Fleas t review Schedule C and 
Indicate any exceptions. 
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13. As to the payment Co Hr. DeFrsncls made fro* Cho S«ty finds (indicated by 

Mr. Alloa Co bo $60,000 la currency): 

a. For whet purpose wars these .funds roquoscod by DoFraadsf 

b. Vhoc. to your knowledge, was tho aaouat givens cho does given; tho meaner 
In which fcho funds voro delivered; by whom; sad oador whoso instructions? 

c. Why was currency usod las toad of s Worth rop chsckT Vss a receipt obtained? 

d. Are you swore of the use to which these funds were ultimately put? 

* e. If you could not answer question d.. please explain what you think or ■■nine 

the $60,000 la Northrop's currency was used for. Be explicit. 

f. If the aoaey was given to another Washing Con. D.C. consul tan?, what was 
his nans? What service to Northrop did he perforn? 

*;• v 

^ 14. Regarding Northrop transactions with DaFrsncls, The Bconoalc sad Dews lop sent 

t# 'V Corporation (EDC"), and any affiliated or aaeoclated persons or organisations. 

provide the following specific additional coapraheoslve information (to the 

extent not fully covered In answers to shove questions)" 

a. Who are the owners, officers and/or primary individuals Involved la directing 
the effeirs of KDCT 

b. Of the aaounte paid or accrued for SDC. bow auch will be paid? Vhat specific 
service was perfo m ed In co n asc ti on with each customer? 

c. What was the origination of fche procedure which allowed for certain psynsnts . 
to BDC being discretionary? 

d. To your knowledge, what other affiliations does DeFranda have which do 
business with Northrop? Describe each. 

e. What other profit canters of Northrop have retained the services of DePreacls . 
or entities with which he was affiliated or associated In sons way? Describe 
each. 

f. Which direct work has De Franc is (or entitles with which he wee affiliated or 
associated) done for Northrop la Indonesia and Italy? 



20 August 1974 


Offie* of Vw Pr*tW*rH tnd Chairman 

%0 


Mr, Raymond Crlm 

Ernst & Ernst 

c/o Northrop Corporation 

1800 Century Park East 

Los Angeles, California 90067 

Dear Mr. Crlm: 

I hand you herewith my responses to the fourteen questions 
addressed to me In your questionnaire dated August 1, 1974. 

If you require any amplification or clarification of the 
responses, please do not hesitate to call upon me. 


cc: Mr. C. t. Peck 

Chairman, Audit Committee 



Northrop cofpofanai 


HOOCMbryMCMt CorturyCtty Lot Anetf«a.c»Hfomto 00067 


EXHIBIT IV-Hi 
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RESPONSE TO QUESTION 1 


1. With respect to William Savy, while Ms employment was approved by me, 
the ectual engagement was handled by Hr. Allen. Supervision of his 
activities was by and through Hr. Allen* except In 1973 for that portion 
of his activities having to do with marketing research done for the 
Corporation In Belgium which was handled between Hr. Savy and myself 
directly. n 

With respect to Kermlt Roosevelt and Associates* Inc.» 1 was not respon¬ 
sible for engaging Kermlt Roosevelt. Hr. C. Robert Gates* Vice President 
International, Is the Northrop officer most familiar with his activities. 
From time to time I have contacts with Kermlt Roosevelt In respect to 
my relationships at the Chiefs of State level In the Hlddle East* Iran* 
Saudi Arabia, Jordan and Sudan. He usually precedes me on each of the 
trips to those countries to make arrangements and to be able to brief 
me on the situations. He accompanies me on the actual appointments with 
the chief executives In most cases, and many times remains behind to 
Insure Implementation of any agreements reached* both within the country 
and within the Northrop organization. 

With respect to Aviation Technical Services* Ltd.* I did not engage such 
organization nor am I the principal point of contact. I look to 
Hr. F. W. Lloyd, Senior Vice President - Operations* as the person I 
expect to be most knowledgeable at a corporate level as to this firm. 




RESPONSE TO QUESTION 2 


1T^ 


2. The names of the other Northrop consultants* agents or representatives 
since December 31* 1970* which fall Into the category of (fcjestlan 1* 
are as follows: 

Thomas C. Barger * 

Richard t. Homer 
,J. K. Northrop 
Bernard A. Schrlever 
J. Grant Hacdonnell 
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RESPONSE TO CUESTICN 3 



3. a. Frank 0. De Francis : Mr. Oe Francis is a graduate of Georgetown 

University Law Scnoo1 and has been practicing law In Washington, 0. C., 
as a member of the bar for the last 23 years, specializing In Inter¬ 
national and corporate law. In this capacity, he has served many 
first-line U. S. and European companies, especially German. In addition, 
he has been the U. S. Legal Counsel to the Federal Republic of Germany 
through its Embassy, in Washington for the past 20 years. He was Legal 
Counsel for the Italian Government for 4 years in the middle* '60‘s, 

^ and at tfiat time, to my knowledge, was the only legal representative 

of two major powers in Washington. He terminated his representation 
of Italy when a conflict of interest between Italy and Germany arose. 

^ He has represented the Argentine meat interests in the U. S. He has 

represented, through an Industrial association, the German steel and 
chemical company Interests concerned with the divestiture of assets 
In the United States during World War II for a value of over $200 
million. 

J. Gerritsen : Mr. Gerritsen is a well-knovm and outstanding Individual 
in Holland. He comes from a fine Dutch family, and before World War II 
was a member of the Olympic swimming team and the Dutch national soccer 
team. During the War, he was very active in the Outch underground, 
with many decorations. He was captured by the Germans and was used In 
medical experiments which affected his health. He is a leader in an 
organization that preserves the close association between the Dutch 
underground leaders. His name was suggested as a communications link 
with Northrop by several of the highest level in the Outch Government 
as a completely trusted individual. 


General GZSSBhad an outstanding military career in 
the French Air Force and held many key-related diplomatic positions. 

As an example, he was French Air Attache to Germany at the outbreak 
of World..War II. During and after World War II, he was Air Attache 
to such countries as Great Britain and the United States. He rose 
rapidly through the ranks of the French Air Force, becoming Chief of 
the French Tactical Air Command. At the time of the Suez crisis, he 
was responsible for deploying some 600 French aircraft to the Island of' 
Cyprus. Later, he became Chief of Staff of the Air Force during the 
very Imp ortant period of President de Gaulle's rise to power. General 
fiOm speaks fluent French, English and German, and has been the 
author of several authoritative military, diplomatic and world affairs 
books. He has been a lecturer at Harvard University on geopolitical 
subjects, the U. S. Council of Foreign Relations and the Les Angeles 
World Affairs Council. ^-- 


Hubert We l sbrod : Or. WeisbVod, a Swiss citizen, has had a distinguished 
internationaFTegal career for 45 years. For oany years he was a closa 
advisor on the European scene to Hr. Fred Keuser when Mr. Meuser was 
Director for Europe, Africa and the Near East for Lockheed. Or. V.'eisbrod 
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Indicated channels to follow, whom to contact and how best to further 
the Interests of Lockheed in Europe. Mr. Meuser gives* credit for much 
of Lockheed's success for Its sales of commercial and military aircraft 
particularly of the unique and highly profitable export program of the 
F-104 Starflghter, to Or. Weisbrod's expert counseling and behind the 
scenes activities. Practically all his efforts on behalf of Lockheed 
were done discreetly and Indirectly and seldom did he appear in the 
open in Lockheed's behalf. 

In view of his outstanding qualifications, his extensive high level 
contacts and his proven success In a highly sensitive area, his services 
were recommended by Mr. Meuser when Lockheed no longer had fighter ' 
program competitive to Northrop 1 s. 



Economic and Development Corporation : The owners of the slock of the 
corporation are Andreas Frorlep, Rudolf Kleiner and I. Isler. Each of 
these Individuals as organizers and owners of the business are Inter¬ 
nationally respected as persons of the highest competence in the field 
of international business* especially Europe. For. example. Dr. Frorlep, 
the Chairman, Is the European representative for the well-known U. S. 
investment advisory service, “American Institute for Economic Resources". 
The others are businessmen and bankers of broad and trusted ability. 


Thomas C. Barger : Former petroleum company executive and engineer. 
With Arabian American Oil Company from 1937-1969 as geologist, govern¬ 
ment relations manager. Vice President, President, Chief Executive 
Officer, Chairman and Director, Consultant to Board of National Esti¬ 
mates and private corporations. Probably the leading Arabist In the 
United States, In or out of government, and is perhaps the leading 
expert on Saudi Arabia, having lived In that country for thirty years, 
much of it as the top man for ARAMCO. He has very close personal ties 
with the leaders of Saudi Arabia, including Faisal and his entire 
cabinet.. He has the highest character and is greatly trusted by the 
Arabs. 


Richard E. Horner : USAF officer 1940-1948, advancing to grade of 
Co loneV. Director flight test engineering, Wright Field; Technical 
Director, AF Flight Test Center, Edwards AFB; Deputy Assistant 
Secretary of the Air Force; Assistant Secretary of the Air Force for 
Research and Development (1957-59); Associate Administrator, NASA 
(1959-1960); Senior Vice President, Technical, Northrop Corporation 
(1960-1970); President, E. F. Johnson Co., (1970-present). One of the 
country's leading technical managers in aeronautical and related fields. 
He is especially skilled In understanding the work of our government 
as it relates to weapon systems acquisition. He recently served as a 
Commissioner on the Conmlsslon on Government Procurement. 



477 


0. K. Northrop: Recognized as one of the world’s foremost aircraft 
designers^ Founder of Northrop Corporation in 1939 and served as 
President end Director until 1952. Designer and co-designer of many 
successful aircraft beginning with his initial work at Lockheed 
Aircraft Company in 1916. Recipient of many prestigious honors. 



Bernard A. Schriever: USAF officer from 1933-1966, advancing to the 
rank of General. Held many positions of responsibility including 
Commander, AF Ballistic Missile Division; Commander, Air Research and 
Development Command; Commander, Air Force Systeas Command.*'’ A consultant 
to government and industry since 1966. Director of Eastern Airlines, 
Emerson Electric, American Cement Corporation. Special consultant for 
business paricipation. Federal Urban Affairs Program. Probably the 
outstanding retired military technical and procurement officer since 
World War II. He is the individual given credit for the development 
of our major ballistic missile programs. Since leaving the service, 
he has involved himself with notable success as a consultant to private 
Industry. 

0. Grant Macdonnell: A Northrop Corporation e*ployee for 28 years, 
hoiding such positions as Chief, Industrial Engineer; Chief, Admini¬ 
strative Engineer; Executive Advisor, Assistant to the President, 
Treasurer and Corporate Vice President and Comptroller from 1965-1971. 
Served as Chairman of a Study Group on the Comoission on Government 
Procurement. 


a* b. Frank O’ De Francis: recommended by: James V. Holcombe and Glenn - 
Lord; employed by Thomas V. Jones on August 29, 1967. 


J. Gerritsen: recommended by: Several members of the highest levels 
of the Dutch Government; employed by Thomas V. Jones on August 7, 1967 


recommended by: Thomas V, Jones and Geoffrey Parsons 
of the PariT Office; employed by Thomas V. Jones on April 30, 1964.' 


H. Wejsbrod : recommended by: Fred Meuser; employed by Thomas V. 
Jones on April 3, 1968. 


Economic and Development Corpor atio n: recommended by: Frank J. 
Da Franci s; orr.p 1 o.yed by Thomas v7~3ones on March 22, 1971. 


Thomas Barker: recommended by: Stephen Bechtel, Sr.; employed by 
Thomas V. Jonas on December 1, 1972. 


59-120 0 - 76 - 31 
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Richard Hamer : recommended by: Thorns V. 
Thoms V. Jonas on August 16, 1970. 


Jonas; employed by vt 


J. K. Northrop : recommended by: Thoms V. Jonas; employed by 
thorns V. Jones on June 1, 1973. 


Barnai 


imard A. Schrlevar: recommended by: 
s V. Jones on -August 1 , 1972. 


Thoms V. Jonas; mployed by 


J. Grant Nacdonnell : reconmnded by: Thoms V. Jonas; employed by 
thorns V. Jones on Aprl 1 1, 1971. 


< 

3. c/ Frank J. De Francis : Mr. Da Francis advises and counsels.the Northrop 
Corporation In Its International dealings around the world, but most 
specifically, the relationship with Western 6ermny. Because of the 
relationship of West Germany as a part of the European community and 
NATO, he has been concerned with other countries of NATO as they relate 
to activities In Germany or with programs that Are c omm on with Germany. 
His activities have centered on Northrop'* efforts to establish a 
market for the F-5 aircraft In Germany and Europe, an Improved version 
of the f-5, the F-5-21, which later became the F-5E, through efforts 
In Europe and the establishment of a -530 program through efforts in 
Germany and Europe. 

Mr. De Francis was Initially retained to fill a requir e m en t for better, 
access to and knowledge about the policy levels within the German 
Government. The need for this coverage became clear In 1966 when I 
was visited by a high official of the 6erman Defense Department, ac¬ 
companied by a member of the U. S. State Department, and they Informed 
m that Investigations In Germany on their procurement practices had 
indicated that Northrop was being put at a disadvantage over other 
American competitors through Illegal activities and Influences on the 
part of others. The purpose of the visit was to assure me that they* , 
had complete evidence of this having kept Northrop from obtaining « 
business. 1 was not being visited to provide further evidence, but 
the purpose of the visit was to Inform me that the Federal Republic 
of Germany did think highly of Northrop's capabilities and had a desire 
to do business with Northrop on a normal basis without prejudice, and . 
If In the future I felt In any way that Northrop was being Inhibited 
In Its ability to compete In Germany, I was to Inform the Staats 
Minister (Under Secretary of Defense), and they would take action to 
Insure that fair treatment was given. During the visit they stated 
rather directly they were surprised that we were not more knowledgeable 
than we were In our relationships with the German Government In the 
procurement area; the Implication being quite clear that our office In 
Germany wasn't doing Its job. They further stated that we did have a 
very good rapport in the military and technical areas, but we seemed 
to lack knowledge of the other areas Important to the acceptance of 
our offerings. 
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This visit merely highlighted a concern that we had had since 1959 when 
we lost out to the Lockheed Corporation *104 program when we were ^ 
offering the -156 airplane which later became the F-5. In that case. Ql 
I was told by the Chief of the Air Force and Secretary of Defense, T 
Nr. Strauss, that they preferred the N-156 over jthe -104. However, 
the lagk of broad support of our -156, both within the United States 
and Germany, made,It difficult for them to make such a selection. 

After this visit. It seemed clear then, we had to reassess the way we 
approached our contacts In Germany, that our office In Germany which 
had a German national as head of it, an assistant, plus e German 
secretary, costing us around $100,000 a year, wasn't doing the job 
for us. I discussed the need, then, for a new approach in Germany 
and better access across the board In our marketing meetings at 
Corporate level. 

Some time In the summer of 1967, Mr. Glenn Lord, head of Corporate 
Marketing, and 31m Holcombe, head of our Washington Office* Informed 
* me that In discussing the problem between themselves, one of our 
employees who reported to Hr. Lord, Rick Oelsesso, suggested to 
Hr. Lord that his brother-in-law. Hr. Frank Oe Francis, was the U. S. 

■ legal counsel to the Federel Republic of 6ermany through Its embassy 
In Washington and that perhaps Hr. Oe Francis would have some suggestions 
as to what Northrop should do. I then met Hr. De Francis, and during 
the discussions, he said he was well aware of the problems with the 
-104 and -156 In his official capacity as counsel, and the Germans were 
very unhappy and felt they had been taken and he, Frank Oe Francis, 
felt they had. He had learned of the reputation of Northrop both 
through his brother-in-law and through the Germans. He suggested that 
while never before had he represented a U. $• client In &en»aey, In 
this case he .felt that It was both In Northrop*s and Germany's Interest 
that he assist Northrop. Accordingly, he discussed this with officials 
. within the Embassy and the Foreign Hlnlstry In Germany and the 
Chancellor's Office and received their approval for working with 
Northrop on a consultant basis. 

The first concern wMth Hr. De Francis became Involved In was to ex¬ 
amine ell areas of our company's activities with Germany and to give 
advice as to changes In approach. These Involved the selling of 
electronics equipment in the German Air Force, It Involved our re¬ 
lationships with Industry In Germany, and It was through Nr. De Francis* 
at this point he put us In touch with Siemens, which Is the largest 
electronics company in the world outside of the United States—a first- 
line company. This particular relationship has resulted In a joint 
venture in Iran for a telecommunications system which has produced 
over $200 million of activity for Northrop. It also led to our estab- 
llshing relationships with Boelkow organization, which Is the largest 
aircraft development activity In Germany. 

The second order of business with Hr. De Francis was the establishment 
of a plan to market the F-5 aircraft within Germany and other countries 
of Europe. It was this activity that stimulated on Northrop's part 
the improved version of the F-5, the -21, which later became the F-5E. 
This successful F-5E program that had its origins In these discussions 
and plans has resulted in orders being taken for over 600 aircraft to 
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date, with a contract value to Northrop of well over a billion dollars, 
with expectancies for total sales of well over $2 billion. *Mr. Oe Francis' 
activities In this regard were centered on his working with the policy 
level people In Germany, especially the Foreign Ministry and later the 
-Finance and Economics Ministries as to the benefits to be derived by 
their participation In this F-5 and F-5-21 program. 

While the Germans went In another direction for political reasons In ' 
joining the British In another aircraft, the German Interest In the 
-21 Improved version was the stimulus that got the program started. 

Once It existed as a program within Northrop and the *21 prototype 
was flying, we were then In a position to Interest the U. S."Govern¬ 
ment In the F-5E as an. aircraft to provide to Southeast Asia as part 
of the withdrawal policy of the. government and also as an Instrument 
of foreign sales. 

In the -530 program. It was through Mr. Oe Francis' consultations and 
direct efforts that the German Government became Interested in partici¬ 
pation in supporting as a matter of their own national policy the 
smaller countries of NATO, Belgium, Holland, etc., culminating In a 
letter offer being made (sensitive) from the German Minister to the 
Dutch Minister that the German Government would contribute $50 million 
to the first phase of the development of the -530 If the Dutch and 
other countries chose It for re-equipment. Unfortunately, this offer 
(In 1971) was not able to be accepted by the Dutch, even though they 
had desired to go ahead with the -530, because the Dutch Government 
fell, and by the time the new Dutch Government was established and 
they wished Germany to reinstitute its offer, Germany# for Internal 
policy reasons, was unable to do so. 

Further, Mr. De Francis was very Instrumental In working again with the 
Foreign and Economic Ministries within Germany In getting acceptance 
of the German support of the P-530 In development as part of the off¬ 
set discussions between the Federal Republic of Gemany.pnd the United 
States. Once again, for Internal U. S. reasons, not German, this did 
not come to fruition. It did provide the basis, for a development of 
the -530 package proposals to the other countries of NATO with lateral 
encouragement from Germany that had Ted to the recent decisions of 
Belgium, Holland, Norway and Denmark to make the decision within their, 
parliaments to replace their aging -104'$ and has resulted In the recept 
visit to the United States of the multinational team that arrived In 
the United States In June, to consider the selection of an American 
aircraft for the re-equipment of their air forces. 

It was the development of the P-530 concept within Europe and the 
deflnltlzlng of It as our P-530 proposal that led to the airplane con¬ 
figuration that was selected by the U. S. Air Force In 1971, along with 
General Dynamics, for the YF-17 and YF-16 aircraft which are now flying _ 
at Edwards Air Force Base with the U. S. announced Intention to procure 
600 of these aircraft for U. S. Forces. The valOe of this program to 
Northrop within NATO and to third countries can amount to $7 to $15 
billion over a period of 20 years. The work of Northrop In Europe, 
with the assistance of Mr. Oe Francis back In 1967, clearly was the 
genesis of this aircraft program offering such a potential to Northrop. 
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Mr. Ot Francis hat worked with several'parts of the Northrop organization 
from tine to time. His prlnary naans of comnunlcatlovr Is between Mm* 
self and the President, most of then being by telephone, as much as an 
hour or so a day, formulating plans of action on the F-5 program and 
the -530 program, during periods of Intense activity; then In carrying 
out such plans on his side within the German Government. 

Nr. Oe Francis' capabilities are unique, providing to Northrop upon Ms 
hire the understanding of the Germany policy Intentions Important to 
defense programs ang specifically the aircraft programs of Interest to 
Northrop, and also the ability to analvze and develop a plan of action 
In consonance with those policies and U. S. policies; also an ability 
when required to hold first-hand discussions with the principals at a 
policy level Involved within Germany. We thus achieved the balance In 
our relationships with Germany that was required. (Northrop had already 
achieved a higher level contact and acceptance within technical, mili¬ 
tary and defense department areas of Germany. Mr. Oe Francis did not 
concern himself with these areas.). 

While Mr. Do Francis did help from time to time with Important other 
sales efforts In Iran, Indonesia and several other countries, his 
major contributions have been In the development of our Important 
overseas aircraft programs that are key to Northrop's success. Also, 

Mr.* Oe Francis' knowledge of the U. S. Government, especially the 
Congress that have the Interest In U. S. overseas relationships, has 
been Invaluable such that In one man we have both the ability to under¬ 
stand Germany and the European countries and, at the same time, have 
the ability to understand the U. S. relationship to those countries. 

This combination of capabilities has been valuable to Northrop In Its 
work. 


J. gerrltsen : Nr. Gerrltsen was specifically asked to keep abreast 
of European economic and political conditions and developments. He 
acts as an Independent contractor - not as agent or representative. 

He cannot make commitments for the company. 

Although Hr. Gerrltsen was asked to keep abreast of European activities, 
Ms main area of activity was to act as a trusted communications 
channel between the highest levels In the Dutch Government and the j 
President of the Northrop Corporation. The Dutch, being very circum¬ 
spect In their business dealings at the highest level, are very care¬ 
ful In their communications channels and do not like to use written 
means of communications In sensitive areas. An example of a sensitive * 
area would be a suggestion that the President of Northrop or one of 
the Vice Presidents come to Holland to brief or present material. The 
Dutch reasons for this Is that they are always conscious If they ask 
one contractor or one country to come In and discuss something. It Is 
usually followed by requests for equal time by other companies or 
countries; hence. In suggesting the timeliness of a visit, they prefer 
to keep through a secure channel. On the other hand, information of 
happenings in the United States that may be Important as they affect 
some Northrop relationship with Holland, such as the possible award of 
a supporting contract from the U. S. Government, they prefer again to 
have verbal communications back through a trusted channel. 



482 


It was suggested by high government officials In Holland In 1967 that 
we establish an office in Amsterdam for this purpcse. * 1 suggested that 
th'ls was expensive, and the loval of activity In Holland did r.ot warrant 
It, but could they, as an alternative, recommend an Individual who 
sight serve In a part-time capacity to provide this communication link . 
as well as keep us abreast of overall happenings fn Holland. It was 
for the purpose of providing confidential communications that Gerrltsen 
was* hired. 

While Gerrltsen's level of activity on be^lf of Borthrop has not been 
high, when he has been used either by Nortnrop or by the Dutch Govern¬ 
ment * It has been In extremely important and sensitive situations that 
have been highly beneficial to our business relationship In Holland. 

^0 The Dutch have been the key country In Europe as far as leadership on 

Northrop's activities on the F-5 and -530 program. 


■BDMc His primary responsibility Is the analysis of all 
pol1tleal economlc and military situations In Europe, with changing 
relationships between principal countries and emphasis on defense- 
related programs. His secondary responsibility is the alerting of 
Northrop to business opportunities In the defense-related areas as 
they arise. 

General OaaBM^s highly perceptive, analyses have been very important 
In our understanding of the current and future trends of things in 
Europe as they affect our fundamental business In aircraft, electronics 
and communications. He continues to be a valuable source of under¬ 
standing. He has usually been able to spot and identify changes In 
national policy as they affect defense months and even years ahead of 
others. 


Hubert Welsbrod : Dr. Welsbrod has acted as a limited representative 
for the Northrop Corporation in the NATO area on the F-5 program, with 
disbursements to him Intended to be a percentage related to the dollar 
value of F-5s sold to NATO countries, but not to exceed a limit of 
$1 million. He has been advanced money on a continuing basis since 
Hay 20, 1968 to April 30, 1973. 

The Welsbrod arrangement resulted from concern that while Northrop was 
being quite effective In presenting Its product to the military and 
defense department levels with Holland, Belgium, Noway, Denmark and 
certain other NATO countries, our ability to have access to behind- 
the-scenes knowledge of what was happening at the political and 
economic levels, especially In the higher NATO and European community 
councils as a whole was seriously lacking. We needed the ability to 
obtain edvice on how to best develop industrial relationships in each 
country that would not only allow the project to be Implemented prope.ly 
but would yield the most attractive sales package from an overall 
economic, political and industrial point of view. In view of the com¬ 
plexity of relationships between the European Common Market countries 
of NATO and the Out Six, this was considered important. Also, it was 
felt necessary to have individuals with the highest credentials working 
behind the scenes in supporting Northrop's efforts. 
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It was suggested to the President of Northrop by several Individuals 
at the highest levels Nlthln the European community that we consider 
hiring an Individual who had been second In command of the highly 
successful Lockheed F-104 sales efforts In Europe, and who had just 
left Lockheed's employ. He was Hr. Fred Mauser* a Dutchman who* prior 
to his joining Lockheed* had been very well connected as a businessman 
In Europe and In Holland. In ay discussions with Mr. Neuser* he said 
he had intended to retire to St.' Moritz* Switzerland* and continue 
acting as a consultant to Lockheed* but his strong recommendation to 
me was to employ tbe services of Uelsbrod* who had the proper relatlon- 
- ships and knowledge to be helpful. 

Pr. Uelsbrod has effectively acted In behalf of Northrop's Interest 
over the period of time from 1965 through the middle of 1973 In a 
major way* and to a somewhat lesser extent* since that period. During 
this period* and largely as a result of Northrop*s direct sales efforts* 
the F-5 was sold to the Dutch Government and almost sold to the Belgian 
Government and continuing sales to the Norwegians. He has been pro¬ 
vided advance monies to continue his efforts In our behalf not only 
In the F-5 program* but also In the -530 program that was developing. 

The recent activities In our behalf as our efforts moved Into the 
F-5E and the -530 which four countries. Denmark* Norway* Holland and 
Belgium* art playing the lead part In Europe. One complicating factor 
In paying Dr. Uelsbrod under the terms of the agreement is the fact 
that while the Dutch purchased the F-5 as a result of Northrop*s over- 
■ all efforts* they purchased them from the Canadian Government as a 
result of a diplomatic power play'by the Canadians to secure the busi¬ 
ness for themselves. As a result of this particular power play* 

Northrop Is presently suing the Canadian Government. The actual reso¬ 
lutions of monies due under the Uelsbrod contract can only be resolved 
after this litigation and other factors concerning follow-on spares 
are determined. 

As a result of Dr. Uelsbrod's activities* Northrop has had an unusual 
visibility Into the highest councils of NATO* the Common Market commu¬ 
nity* and the many official and unofficial discussions between the 
highest officials In Europe as they affect the sale of the Northrop 
aircraft. It Is believed that his activities have been one of the keys* 
for example* to the development of the possibility of the German 
financing of the Initial development of the -530 by the German Govern¬ 
ment (highly confidential), which offer was made officially by the 
Germans* but could not be picked up by the Dutch because of the fall 
of their government. Also,* most recently he has been most helpful in 
the attempt to get the four countries. Belgium* Holland* Norway. 
Denmark**to act In concert on the -104 replacement program and to the 
favorable acceptance of the P-530 as the proper solution to these 
countries. 



The Economic and Development Corpora tion: The corporation was offi¬ 
cially set up on March 22, 1971, In Zurich, Switzerland, for the 
purpose of acting on Northrop's behalf in the promotion and sale of 
the Northrop F-5 series of aircraft. 
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The purpose of the formation of the .Economic and Development Corporation 
was to provide a means of Highest level support of Northrop*s Interests 
and activities around the world, but especially Europe, In the support 
of the sale of the F-5 family of aircraft. This Is deemed necessary 
to provide the broad and high level support at political* Industrial 
and economic declslop-making Iqvels that av*e Important to selection on 
any major governmental procurement. Northrop experience and the 
experience of others have Indicated this 1$ absolutely necessary to 
complement the direct technical and marketing efforts. * 

It was felt that by provfdlng this responsibility In the hands of one 

* International organization, it could. In turn, employ those nationals 
In each country best suited to achieve results. 

One of the underlying factors and conditions that was a prerequisite 
In the organization of the Economic and Development Corporation was 
that It remain a separate and Independent organization. As a conse¬ 
quence* the methods and utilization of personnel on behalf of the 

* corporation are so structured that l.t Is able to advance the cause of 
Northrop In the sale of the International Fighter not only on the basis 
of confidentiality, but also uniquely Independent of any-Northrop 
connection. This principle provides a wide degree of flexibility In 
procuring the best people for the particular assignment at hand and* 

In many Instances, enables the securing of persons who otherwise could 
not be directly Involved for variant reasons with Northrop 4s such. 


Thomas Barger : He has been employed as a consultant to Northrop for 
the past two years for the purpose of auditing our operations In Saudi . 
from the standpoint of internal management and especially our relation¬ 
ships to the Saudis. As a result of his work In the past two years, 
he Is extremely familiar with Northrop *s. operations In the Arab world 
and has made several lengthy trips to Saudi Arabia In support of 
Northrop activities. 


Richard Homer : As a member of the Aircraft Division Strategy Council 
he advises on all aspects of our current aircraft programs, with special 
emphasis on consulting on the programs themselves, marketing strategy 
for each* and analysis of progress being made. He also consults with 
me on weapon systems acquisition developments of the government and 
because of his special knowledge In this area 1$ extremely helpful to 
me and my staff In our keeping abreast of and properly Interpreting 
proposed or new government procurement policies and trends. 


J.* K. Northrop ; Because of bis long and Intimate knowledge of Northrop 
and his renown as an aircraft designer, he Is In a unique position to 
consult with me and the Aircraft Division as to current and future 
programs. He frequently visits the plant and Is a remarkably fine 
ambassador for Northrop In many areas. 



. Bernard Schrleyer : In addition to his consulting as a member of the 
Aircraft Division Strategy Council* General Schriever has been most 
useful as a consultant to Northrop in the areas of long range planning 
and our marketing planning for major weapon systems. In addition, he 
frequently discusses with me and nty staff specific areas of opportunity 
In other business areas which he feels are compatible with our business 
and management objectives. By virtue of his distinguished Air F ~ce 
career and his current wide Interests he Is able to provide a perspec¬ 
tive and advice which Is extremely valuable In our long rang^planning. 


J. Grant Macdonnell: Mr. Macdonnell Is on an "on call" consulting 
basis and paid only when requested to work for Northrop. There has 
only been one occasion when he was employed as a consultant. This was 
to provide his services as a "loaned executive" as a Study Group 
Chairman for the Comnlsslon on Government Procurement. Many companies 
and government agencies were asked to provide such staffing for the 
Cooinlsslon and Northrop responded by providing the services of 
Mr. Macdonnell. He reported directly to the Staff 01 rector and Chalr- 
• man and Ms activities did not pertain to Northrop operations. Since 
^ the Commission finished Its work, Mr. Macdonnell has not been used as 
a consultant and It Is not planned to use him in any way In the future. 
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3, d. frank Oe Francis : Reports from time to time to other members 

corporation, but primarily to me. Reports verbally on an average 
once or twice a weak, except during periods of heavy activity 
reports daily as the circumstances warrant for as much as an hour a 
day on the telephone. 


of the Q 
age of / 
when he ' 


J. Gerritsen : Reports to me. Verbally as often as circumstances 
warrant. ' 


GISBBBSf ; Reports to me - normally in writing on an average of 
once a month. In addition reports to the Paris Office as requested 
and as circumstances warrant. 


Hubert Weisbrod : Reports to me as necessary through Fred Meuser, 

verbally and in writing. 


The Economic and Development Corporation : Reports to me.through 
frank Oe Francis - verbally* perhaps as little as once a month or so, 
except during periods of heavy activity when reports are more frequent 
and as circumstances warrant. 


Thomas Barger : Reports to me and to all levels of the corporation 
as situation dictates - verbally throughout the corporation as often 
as once a week. 


Richard Horner : Reports to me and members of the Aircraft 01vision 
as a member of the Aircraft Division Strategy Counci.l -.verbally, twice 
a month when he visits Aircraft Division. In addition/ he telephones 
me on occasions when circumstances warrant. 


J. K. Northrop : Reports to me - verbally as situation warrants. 


Bernard A. Schriever : Reports to me and members of the Aircraft 
D1vision as lTmember of the Aircraft Division Strategy Council - verbally, 
twice a month when he visits Aircraft Division. In addition, he 
telephones or visits me on occasions when circumstances warrant. 


J. Grant Hacdonnel l: Hr. Macdonnell is on an "on call" consulting 
basis and paid only when requested to work for Northrop. There has 
only been one occasion when he was employed as a consultant. This was 
to provide his services as a "loaned executive" as a Study Group Chair- - 
man for the Commission on Government Procurement. Many companies and 
government agencies were asked to provide such staffing for the Com¬ 
mission and Northrop responded by providing the services of 
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Hr. Macdonnell. He reported directly to the Staff Director and Chairman 
and his activities did not pertain to Northrop operations. Since the 
Con-mission finished Its work, Mr. Macdonnell has not been used as a 
consultant and it Is not planned to use him In any way in the future. 
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* 




3. e. 


frank DeFrands 



' Ajgunt - 

1974 Payments: 

March 20, 1974 

$ 5o:ooo 

1973 Payments^ 

January 5, 1973 

March 20, 1973 . 
September 20*. 1973 
September 4,~1973 

$ 25,000 
25,000 
50,000 

1972 Payments: 

January 5, 1972 

March 20, 1972 

$ 25,000* 
25.000 

■ 

1971 Payments: 

January 12, 1971 

March 19, 1971 
December 1971 

$ 25,000 
25,000 
J!5j00£ 

J. Oerrltsen 

Amount« 

1974 Payments: 

March 20, 1974 

April 1, 1974 

June 28, 1974 

. 1 5,000 
2,500 

.• $32te 

1973 Payments: 

Jantiaty 2, 1973 

April 2, 1973 

July 2, 1973 

$ 2,500 
. 2,500 

dS. 

1972 Payments: 

April 4, 1972 

July 3, 1972 

October 2, 1972 

$ 2,500 

2.500 

2.500 

rfjm 

1971 Payments: 

March 29. 1971 

July 1971 

September 1971 
December 1971 

$ 2,500 
2,500 

2.500 

2.500 

s"ioar 


•V'% 
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Amount 

1974 Payments: 

February 6, 1974 

April 29, 1974 

$ 1,503 
'• 1,500 

$ 3.000 

1973 Payments: 

February 2, 1973 

April 26, 1973 

July 20, 1973 

October 23, 1973 

$ 1,500 
1,500 
1,500 
1,500 
$ 6,000 

1972 Payments: 

January 25, 1972 

April 25, 1972 

August 3, 1972 
l^ctober . 

.' 4, \ J 

197 V payments: 

'^February 8, 197f 
.•August 1971 . ^ 

^October 197-1V- • 

. '' f 

$ 1,500 
1,500 
1,500 
1,500 

032 

$ 1,500 
1,500 
1,500 

sT/satr 

'/•<v 

Hubert Ueisbrod*; ' _ ^ 

~3 -— 

197? Payments: 

;*» August 28, 1973 

Aftount 

1 

' 1 $125,000' 

197% Payments: ' ' 

April 1U.JL»2 

• ?125.000 

1971 Payments: 

February 18, 1971 

$125,000 


Economic an d De v elopment Corporation 

Amount 
-- 1 


$ 200,000 


1971 Payments: 

September 2, 1971 



Thomas Barger 


1974 Payments: 

February 28, 1974 

1972 Payments: 

Hay 18, 1972 . 
December 19, 1972 



•> 


Richard Homer 



* Amount 

1974 Payments: 


January 2, 1974 

$ 1,000 

February 4, 1974 

1,000 

March 5, 1974 

1,000 

-April U 1974 

1,000 

May 6, 1974 

1,000 

June 3,. 1974 

1,000 

July 1, 1974 

1,000 

August 1, 1974 

f'TSOT 


19)3 


1972 


Payments: 


$ 1,000 

January 2, 1973 


February 1, 1973 


1,000 

March 1, 1973 


. 1,000 

April 2, 1973 


1,000 

May 1, 1973 

u 

1,000 

June 1, 1973 


1.000 

July 2, 1973 


. 1,000 

August 1, 1973 


• 1,000 

Septeafcer 4, 1973 


/ 1 , 000 * 

October 1, 1973 


1,000 

November 1, 1973 


. 1,000 

December 3, 1973 


dffl 

Payments: 


$ 1.000 

February 1, 1972 


March 1, 1972 


1,000 

April 3, 1972 


1,000 

Hay 1, 1972 


1,000 

June 1, 1972 


1,000 

July 3, 1972 


1,000 

August 1, 1972 


1,000 

September 1,, 1972 
October 2, 1972 


1,000 


1,000 

November 1, 1972 


1,000 

December 1, 1972 • 


1,000 


S 11,600 
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Mlchard Horner (continued) 


Amount 


1971 Payments: 


January 29. 1971 

$ 1,000 

March 1. 1971 

1,000 

April 1, 1971 

1.000 

M«y 3, 1971 

1.000 

Juna 1971 

1.000 

. July 1971 ^ 

* 1.000 

August 1971 

500 

September 1971 

2.500 

November 1971 

1.000 «* 

December 1971 

’ 2,000 . 


Q5M- 

John Northrop 

Amount 

1974 Payments: . 

.. 

January 2, 1974 

$ 1,000 

February 4, 1974 

1.000 

March 5, 1974 

1.000 

April 1, 1974 

1.000 

May 6, 1974 

1.000 

June 3, 1974 

1.000 

July 1, 1974 

1.000 

August 1, 1974 


1973 Payments: 

; . $ 1.000 

June 22. 1973 

August 6. 1973 

2.000 

September 4, 1973 

1.000 

October 15. 1973 

1.000 

November 1. 1973 

1.000 

December 3. 1973 

dm 

Bernard Schrlever 

Amount 

1974 Payments: 


January 10, 1974 

$ 1,800 

February 27, 1974 

1,200 

March 27, 1974 

600 

May 30, 1974 

2,400 

June 20, 1974 

'1.800 
rr ;m 
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Bernard Schrlever (continued) 


1973 Payments: 

February 23, 1973 
March 26, 1973 
April 23. 1973i 
June 1, ,1973 
June 18, 1973 
July 31, 1973 *- 
August 14, 1973 
October 25, 1973 


1974 Payments: 

January 10, 1974 


Amount 

$ 5,400 4 * 
1,500 
1 , 200 . * 
1,200 
1 , 200 ' 
1 , 200 * 
1 , 200 ' 




J. Grant Macdonnell 



1972 


1971 


Payments: 

$ 1,000 

January 17, 1972 

February 3, 1972 

2,063 

July 6, 1972 

500 

Payments: 

■ 

May 1, 1971 

$ 2,375 

July 1971 

2,500 

July 1971 

, 2,250 

August 1971 

* 2,313 

September 1971 

2,625 

October 1971 

2,125 

November 1971 t 

2,625 

December 1971 ! 

2,375 

December 1971 / 

dft 


With respect to the nature of the duty or service covered by 
the above payments, please refer to 3. c. 
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*-** 


RESPONSE TO QUESTION 4 
4. 4. Not to my knowledge. 
4. b. Not to my knowledge. 
4. c. Not to my knowledge* 
4. d. No. 



59-120 O - 76 - 32 
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RESPONSE TO QUESTION S 


5. a. Nr. Saw was engaged by Hr. dames Allen on November 14, 1961, after 
having been recommended to Hr. Allen by Hr. Stanley Simon and after 
Mr. Allen had Interviewed Mr. Savy In Europe and made positive 
. recommendations to Hr. Jones who approved. 


5. b. The amount that was sent to Mr. Savy at the Initial arrangement was 

established after discussions between Hr. Allen and Hr. Jones, and the 
/ subsequent changes were made by Mr. Allen or by Hr. Allen after con¬ 
sultation with Mr. Jones as to the amounts required. See Attachment A. 


5. c. To the best of iqy knowledge, Schedule B reflects the payments made by 
Northrop to Savy. 1 do not know of any other payments by Northrop to 
Savy. \ 


5. d. By Hr. AlJen, usually after consultation with Mr. Jones. (See b above) 

5. a. (1) 1 do not know. 

(11) To James Allen. It Is n\y understanding the amounts were returned 
In cash. 

(ill) 1 do not know. 

(1v) No, I cannot prove It incorrect. However, 1 believe It would be 
Incorrect because Hr. Savy did provide from time to time substantial 
Information Important to our marketing efforts, the collection of* 
which 1 would normally expect'to be obtainable after a great deal 
of specific work that would have a considerably higher cost than 
the $10,000 retainer. I have no knowledge of payments made by 
Savy from Northrop funds other than amounts' returned to Northrop. 

(v) No. The fund was specifically set up with the Intent that records 
would not be kept. 


6. f. I do not know whether these organizations existed prior to Northrop's 
relationship with William Savy or not. At the time Schedule A was 
prepared by our Corporate legal staff, they were under the Impression 
that Euradvlce and Wllco were separate organizations with separate 
ownership Inasmuch as payments had been made In the name of each. 
Schedule A was prepared to substantiate our claim for allowance by the 
- government of such payments under our contracts with the government. 



RESPONSE TO QUESTION 6. 


§#•* a. The records kept by my secretary Indicate that $8,000 was received 

from the Savy fund during the 1960-1969 time period. This amount 

was received In Increments as follows: 

Kuchel for Senator - $250.00 (partial reimbursement for personal 
contribution on 2 November 1962) 

Mansfield Senatorial Campaign Committee - $250.00 (reimbursement for 
personal contribution on 30 January 1964) 

Brian P. Leeb, Treasurer (Johnson & Humphrey) - $1,000.00 (reimburse* * 
ment for personal contribution on 7 October 1964) 

Johnson for President Cooislttee - $1,000.00 (reimbursement for 
personal contribution on 19 October 1964) 

Committee to Re-elect Senator Richard B. Russell * $1,000.00 (reimburse¬ 
ment for personal contribution on 17 March 1966) 

United Republican Finance Committee - $1,000.00 (reimbursement for 
personal contribution on 21 October 1968) 

United Republican Finance Committee - $1,500.00 (reimbursement for 
personal contribution on 9 May 1969)* 

Senator Murphy Dinner Committee - $2,000.60 (reimbursement for personal 
contribution qn 2, September 1969) 





RESPONSE TO QUESTION 7 



RESPONSE TO QUESTION 8 


\of 

8* a. I do not have first-hand knowledge. Nr. Savy» In his letter dated 
December 26, 1972 to Hr. Allen stated that "I have made commitments 
which I may be called upon to honor at aiy time to a total of $26,000. 
Accordingly, I think it only proper that I keep this $26,000 here and 
. return $34,000 for which there are no commitments as yet." Later, on 
April 19, 1974, Nr. Savy told me that he still held the $26,000. 


/8. b. It Is my understanding that Hr. Savy still holds It. 


8. c. The purpose was to provide money to cover the $100,000 remitted In 
checks to be delivered to the campaign committee. 

8. d. I suggest that substantiation exists In Savy*s letter of December 26, 
1972, addressed to Hr. Allen and In the letter dated December 29, 1972, 
from Euradvlce to Hr. Willson. 



RESPONSE TO QUESTIONS 


9. a. 


In attempting to answer Question 9, conjecture must be used In the 
absence of specl/lc Information from Hr* Savy. I do not know What 
Hr.' Savy did, but In the Interest of being responsive tothe questions, 
I might offer the following: 


It appears that the funds for the $100,000 In checks for the contribution 
could have been produced from the following sources: . j 

i 

(1) That $100,000 out of the $120,000 sent to Savy In February 1972 

was deposited to Hr. Savy's personal account and the checks \ 

written. ! 


(11) Another possibility Is that Hr. Savy could have retained the’ 
$120,000 In Northrop's account and Vised this as collateral In 
providing the $100,000 for campaign contributions fftm Ms own 
personal funds. 


If cese ’tl) occurred. Northrop funds In Savy's hands could have been 
used to provide the $100,000 In checks; thus, the Interest payment for 
the use of funds would appear to properly belong to Northrop and should 
be considered as additional funds held by Savy for Northrop. If case 
(11) occurred, where the $120,000 received was not used directly, but 
provided collateral for the writing of checks from Mr. Savy's personal 
account, It appears that Hr. Savy could claim the Interest payments 
were due him. 


It seems the only way to clarify tMs question as to who should retain* 
the Interest payment Is by learning from Hr, Savy how he treated the 
transaction. 


9. b. It appears that whether possibility (1) or (11) In 9. a. occtffrdd, the 1 j 
* $120,000 was Involved either directly as the source of funds or In- ‘ i 

directly as collateral. Thus, the provable return of the $100,000, •• 

? 1us Interest, to Savy and the provable return of the $120,000 ($94,000 
n cash, plus $26,000 Identified by Hr. Savy as being held for the , : 
account of Northrop) establishes that Northrop received back the 
$ 100 , 000 . - 



RESPONSE TO QUESTION IQ 

10. I hava no way of accounting for what Savy prastntly has on hand. 
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RESPONSE TO QUESTION 11 

n. no. 
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RESPONSE TO QUESTION 12. 


12. With regard to Schedule C, page two, It Is indicated that contributions 
were wade by me to the Nixon Campaign In 1968 for which 1 was reimbursed 
in the amount of $6,000. fly own check records indicate that I made a 
personal contribution in the sum of $2,000 on 17 September 1968 to the . 
Nixon for President Conmlttee for which t was not reimbursed. I did, how- 
ever, receive reimbursement in the amount of $1,000 for a contribution 
made to the United Republican Finance Committee on 21 October 1968. My 
secretary's records Indicate that I received a total reimbursement from 
1962-1968 In the amount of $4,500. 

During 1969, I received reimbursement In the amount of $3,500, according 
to my secretary's records. 
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RESPONSE TO QUESTION 13. 


13. a. I was told by Mr. Allen some time In early flay 1974 that he had pro- - 
vlded Mr. DeFrancts $60,000 as a result of my request to do so .when 
"Mr. DeFrancIs had a need for the monies In Ms consulting activities . 
on Northrop’s behalf In Europe. 1 * I can recall Mr. DeFrancIs bringing 
this requirement for additional effort In Europe to my attention, and 
1 believe calling Mr. Allen on the phone from Washington, O.C. on my 
way to Europe to-see If we couldn't satisfy Mr. DeFrancIsrequirement. 
I have myielf never provided funds to Mr. DeFrancIs, and these are the 
only ones to my knowledge that have been provided other than through 
our normal recorded procedures. I do recall, however, at some point 
In time In 1971 or 1972 discussing with Mr, .DeFrancIs the possibility 
of Northrop's picking up part of the costs of a consultant that Hr. 
DeFrancIs was going to hire to serve a charter airline operation of 
which he was Chairman of the Board. There Is no record that this was 
'done, nor do 1 recall that this was done.- 

b. I have no personal knowledge of the amount given, nor of the date, nor 
of the manner in which the funds were delivered nor by whom. The funds 
wera given on my Instructions. 

c. Beczuse currency In the form of the Savy fund was available. I have 
no knowledge whether a receipt was obtained. 

d. No. 

' e. I assume without knowledge Mr. DeFrancIs used the money In connection 
with his need for monies in his consulting activities on Northrop's 
behalf in Europe. 

f. I do not know that the money was given to another Washington, D.C. 
consultant. I merely remember that about this time 1 discussed with 
Mr. DeFrancIs our picking up part of the costs of a consultant that 
Mr. DeFrancIs was going to hire to serve a charter airline operation 
of which he was Chairman of the Board. I do not recall whether or not 
this was done. 
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RESPONSE Tfr QUESTION 14. 


14. a. Andreas Frorlep, Rudolf Kleiner and I. Isler. To the best of my 
knowledge, these three are the owners and officers and the ones 
primarily Involved in directing the affairs of EDO. It Is wy 
understanding that Hr. Frorlep, Chairman and President, Is the 
on# who .Is the most active. 

b. $200,000 have been-paid to date as an advance against future com¬ 
missions. As to how much will eventually be paid will depend upon 
anlaysls of the sales and completed deliveries country by country, 
and as determined by the application of the various conditions as 
set forth In the contract. We recognize our obligation to make 
payment of commission for direct sales and we will be getting to¬ 
gether In the near future with EDC to determine the amounts equitably 
due to EDC for Indirect sales. At the time of such conference, the 
specific service performed by EOC In connection with each customer 
will be discussed and an appropriate evaluation thereof made. 

c. The answer to question c. as to the origination of the procedure 
which allowed certain payments to EDC to be discretionary. Is the 
following: In reaching the agreement In 1971, It was recognized that 
some sales of the F-5-21 would likely be through the Foreign Military 
procurement procedures of the U.S. Government, where the U.S^Govern- 
ment contracts for the aircraft from Northrop and the airplane Is then 
"resold" to the foreign government.? It was felt In this case there 
would be times In which EDC participation In making the sales would 
be required and proper. It was also envisioned that there would be 
situations In which outside help was not warranted. It was felt that 
this determination of compensation on these "Indirect" sales could 
only be made on a case by case^basls. In these cases of so-called 
"Indirect" sales, the payment of commission would be made by Northrop 
If In Its discretion, the exercise of which Is conclusive. It seems 
such payment Is warranted and Is provided for under U.S. Defense 
Department "ASPR" regulations. 

d. None to tty knowledge. 

e. Mr. DeFrancIs consulted with us In a concentrated way over a period 

of several months In trying to help financing of an Iranian airport * 
Improvement through the Commodity Credit Corporation. It Involved 
lending money to Iran In exchange for a shipment of soybeans. This 
arrangement did not work out because of higher priorities both within - 
the CCC and the Iranian Government. This did not Involve the retention 
of Hr. DeFrancIs by any profit center. 

f. .Beginning In 1967 and continuing off and. on until 1973, Northrop ex¬ 
plored the possibilities of estafellshl ^business relationships In 
Indonesia partially with the sale of aircraft and the rehabilitation 
of Its airports, but mostly concentrated on obtaining a contract to 
design and construct an Integrated telecommunications system through' 




Northrop's.subsidiary. Page Communications Engineers* Inc. The 
Initial interest In Indonesia arose through Mr. DeFrancIs. At the 
time Sukarno's government fell and the new government came in under 
Suharto* a representative of that government came to Washington* D.C. 
with the objective of establishing relationships with the U.S. Govern¬ 
ment and U.S. Industry for the purpose of rebuilding Indonesia. Mr. 

Defrands brought this to Mr. Jones' attention and stated he had cer- * 
tain business associates who had been contacted by this man and 
wondered If Ndrthrop were Interested in exploring possibilities ft 
Indonesia. 1 answered affirmatively, end as a result*'1 was* visited 
by the representative of SUharto. It was determined that there was 
a possibility that we could work with them In several areas; military 
aircraft* airport renovation* and especially most Interesting* estab¬ 
lishment of an Integrated telecommunications system for Indonesia* 
the latter project to be handled through Northrop's subsidiary* Page 
Communications Engineers. As a result of this beginning* Northrop 
aggressively pursued these opportunities over a period of several 
years with the direct assistance of Mr. DeFrancIs. The effort In the 
comminlcations area actually produced a contract which* if Implemented* 
would have meant hundreds of millions of dollars to Northrop. After 
mai\y months of Intense negotiation* a final contract was prepared for 
the signature of the Indonesian Government, but It was not Implemented 
because of the lack of Indonesian funds; also the difficulty of obtain¬ 
ing credit for an Indonesian project of this size and complexity because 
of the large amounts of money owed the Russians as a resulfcof the 
previous governments relationships with that country. Hf. OeFrancIs' 
efforts were across the board from exploring, financing for a number 
of years* Including the setting up of a possible company to do the 
work* possible arrangement of a co-venture with German companies al¬ 
ready operating In Indonesia* to the obtalnment of funds from the 
Ex-Im Bank* Aslan Development Bank and other sources. . 

From time to time since Mr. Defranc Is has been employed by Northrop* 
he has Investigated and reported on (1) Italy's position with respect 
to Its participation In the MRCA program, (11) Its Interest and support 
of the Northrop P-5315 program, (111) Interest and participation In 
the Lockheed Lancer program. Specifically, when we had heard through 
the rumor mill Lockheed had entered Into an agreement with the Italian 
Government to support the Lockheed Lancer for_the -104 replacement In 
Europe and also as an entry In the competition with the F-5E and P-530 
In Turkey; I asked Mr. OeFrancIs to specifically pin down what exactly 
was going on. As a result, he, with my approval, engaged for one time 
for the specific purpose, the services of an American who had extremely 
good relationships with the higher levels In Italy to proceed there - 
with this objective in mind. As a result of this Investigation we were 
able to obtain specific information of great Importance. 
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ATTACHMENT A 


Schedule of payments and authorizations for Savy, Euradvice, and Wilco 

1. Original letter dated November 14, 1961 signed by James Allen called, 
for payments of $4,000 per month to be paid to the Banque Internationale, 
Luxembourg, for the account of Wilco Holding, beginning with payments on 
November 1, 1961. 

2. Letter from Charles C. Cilley, Treasurer of Northrop, to Chase Manhattan 

Bank, gave authorization described In Item 1* * 

3> Memorandum to C. C. Cilley from Mr. Allen dated 17. December 1962 changed 
the payment of $4,000 monthly to. Wilco, S.A. (Change of address only) 

4. Item 3 was followed by a letter froim C. C. Cilley to Chase Manhattan Bank 
to Institute change,..dated December 21,. 1962. 

5. Memorandum from James Allen to C. C. Cilley dated 23 January 1962 decreased 
payments to Wilco S.A. to $834 per month beginning with the February 1 payment. 

6. Letter dated 24 January 1963 from C. C. Cilley to Chase Manhattan Bank* .• 
relayed the instructions to decrease the payment each month according to 
Hr. Allen's memorandum In Item 5, 

7. Memorandum from Thomas V. Jones to C. C. Cilley dated 4 December 1963 

asked that monthly payments to Wilco S.A. be Increased to $2,834 beginning „ 
January 1. ~ 

8. Letter from C. C. Cilley to Chase Manhattan Bank relaying Instructions set 

forth In Item 7, letter dated 6 December 1963. . ; 

9. * Memorandum from C. C. Ciller to Thomas V. Joner dated 29 June 1964 Indicating * 

he understood payments to Wilco, S.A** be reduced from $2,834 to $1,250 
per month. Clarification requested, t 

10. Letter from James Allen to William Savy dated 13 July 1964 in which he states 
Mr. Jones told him that morning In view of reduced requirements In the near . 
future, will adjust the monthly remittance downward from $2,834 to $1,250 
per month beginning with the August 1 payment. . , 

11. Letter from C. C. Cilley to Chase Manhattan Bank dated 13 July 1964 instructed 
that monthly payments be reduced from $2,834 to $1,250 effective 1 August 1954. 

12. Memorandum from Thomas V. Jones to C. C. Cilley dated 14 March 1956 Indicating 
that payments to Wilco S.A. be increased to $2,500 per month effective with 
April 1 payment. 

14. Letter from James Allen to William Savy dated 25 March 1955 stating that in view 
of the Increased tempo of operations abroad, monthly retainer will be increased 
to $2,500 per month effective tilth the April 1 payment. 

13. Letter from Charles C. Cilley to Chase Manhattan Bank instructing them tor increas: 
monthly transfer according to Item 12. 15 March 1955. 
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15. Letter from James Allen to Mllllam Savy dated 2t December 1966 stated that, K 
after discussions with Hr. Jones, we came to a decision to reduce the monthly 
retainer to the basic rate of $834 per month effective January 1. . 

' 16. Letter from C. C. Gilley to Chase Manhattan Bank dated 21 December 1966 
amended Instructions to decrease monthly transfer according to Item IS. 

. * ' 

17 v Memorandum from Thomas V. Jones to C. €. Cl 1 ley dated 6 February 1968 Increasing 
monthly transfer of funds to Mllco S.A» from $834 to $1,400, effective March 1_. 

18. Letter.from James Allen to Mill 1am Savy dated 6 February 1968 stated that In . . 
view of the Increased, requirements, we.*.are again Increasing the monthly retainer 
to a rate of $1,400 per month effective March U . 

19. Letter from C. C. Cllley to Chase Manhattan Bank dated 9 February 1968 making ■ 
Increase noted In Item 17. 

20. Memorandum from Thomas V. Jones to James D. Million dated 3 April 1959 increasing 
the monthly amount paid to Wllco S.A. from $1,400 per month to $5,000 montly. 
beginning with April < 1969. 

21. Letter from James Allen to Mllllam Savy dated 3 April 1969 stattng that monthly 
retainer would be Increased to $5,000 in view of the new level of activity 

In the matters he Is handling for us, and the expectation that It will expand 
even further. : 

22. Letter from C. C. Cllley to Chase Manhattan Bank dated 8 April . 1969 to. 

Implement Instructions In Item 20. , • 

" • i # ' 

23. . Memorandum from James D. Willson t.o Juanita Schmidt dated October 27, 1969 

Instructing that effective November 1969 each month a check should be drawn 
In the amount of $10,000 to be deposited In our Manufacturers Hanover Bank . • 
in New York.* The bank Is to be Instructed to transmit this $10,000 per month* * 

• for Northrop's account to Euradvlce, Basel, Switzerland. 

24. Letter from Thomas V. Jones to Mllllam Savy dated’4 November 1969 stating $hat 
In addition to consulting services now being performed, we desire to have the 
benefit of services on certain International projects In which we are presently 
engaged and others which might develop In the future. Me will look to you for 
special Information, analysis, and guidance with respect to political. Industrial, 

% or technical developments that might affect our programs and projects In particula 
countries outside the United States. In consideration of these activities, we 
agree to a fee of $10,000 per month. 

25. Letter from J. D.Willson to Manufacturers Hanover Trust Co. dated October 29, 19S5 
Implementing Instructions for deposit and transfer of $10,000 per month to be 
transmitted tc Euradvlce. , ‘ 
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26. Memorandum from James Allen to Thomas V. Jones dated 28* February 1972, and 
concurred In by Mr. Jonas* discussing the P-530 program and the Importance 

. of Increased activity by William Savy. $60,000 to be advanced to Euradvlce 
to cover work he will do. 

• 

27. Wire to Chase Manhattan Bank from James D. Willson dated March 1» 1972 
authorizing* trihgfer of $60,000 to William Savy. 

28. Wire to Chase Manhattan iank from James 0. Willson dated March 1* 1972 
• authorizing transfer of $60,000 to Euradvlce. 


29. Request for Disbursement signed by Thomas V. Jones and approved by James 

* Allenand James 0: Willson dated 29 February 1972 authorizing transfer of 
$60,000 to Euradvlce and $60,000 to William Sayy. 

30. Letter from James Allen to Euradvlce dated 11 December 1972 Indicating we 
are In the process of preparing our year-end accounts for final audit and 
asking return of any uncommlted funds from the cash advances we sent you 
'earlier In the year to cover possible commitments In connection with 

the P-530 program.- . 

31. Letter from James Allen to William Savy dated 11 December 1972* same as - 
Item 30. 

32. Letter from William Savy to James Allen dated December 26* 1972 responding 

to above In which he states he has cornel tments which I may be called u£on 
to honor at any time to a total of $26,000, but enclosing a check payable 
to Northrop for $34,000. . 

i * 

33. Letter from Euradvlce to James D. Willson dated December 29, 1972 In which 
It Is stated that $60,000 Is returned to Northrop Corporation because funds 
sent on March 3, 1972 were not needed. 

34. Letter from James D. Willson to Chase Manhattan Bank dated 15 May* 1974. 
rescinded Instructions to make monthly payments to Wilco Holding. 

35. -Letter from James D. Willson to Manufacturers Hanover Trust Co. dated 15 May 1974 
rescinding Instructions to make monthly payments to William Savy. 
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DATE j un e 27, 1974 

SUBJECT Meeting with Janes Allen 
on 6/25/74 


On the afternoon of June 25, commencing at 2:30, a meeting was 
held in the Northrop Corporate office with Mr. Janes Allen. In attendance, 
were the following: James Allen; Jack Gold, his attorney; Ray Crim of 
Ernst & Ernst; Larry Gray of E&E; Dusty DeVos of Price Waterhouse; and 
Howard Willens of Wllmer, Cutler & Pickering* 

The purpose of this meeting was to explore with Mr. Allen the 
special investigation requirements, to obtain some oral representations from 
him, and to hopefully answer certain questions that he or his attorney might 
have which might enable him to complete his written Narrations requested 
earlier. The meeting was started by Mr. Crim giving a brief overview as to 
what we deemed our special investigation to comprise, how we were attempting 
to go about the work, etc. Crim went on to recite how important we deemed the 
written Narration to be. This formed the groundwork from which the balance of 
the special investigation was to evolve. He pointed out that we felt it most 
prudent if we asked the Company to tell us all they knew before we started to 
dig in to the facts. This would enable us to somewhat "audit" their comments, 
and at the same time delve into those areas where follow-up was deemed necess¬ 
ary. Allen pointed out how difficult the Narration was, because of the general 
nature of the questions. He stated he was worried about others getting access 
to the facts for possible use against the Company. He thus was concerned in 
the same manner as Mr. Jones - namely that of investigation versus confidential¬ 
ity. Gold also expressed some concern for the use of the term "illegal" or 
"improper." He felt this was a vagary that was difficult to assess. For example 
what one person might deem Illegal may not be deemed illegal by another - such 
as one foreign country versus another. Crim acknowledged this confusion, but 
stated that the terms came originally from the Board of Directors' minutes and 
the SEC conferences, and we were Just following this same vein. We pointed out 
that it was roost important to lay forth as many facts as possible, and the final 
decision as to illegality or impropriety will thus then be made by the final 
decision making party - probably the Audit Committee. 

Given this general background, Allen then proceeded to describe for us 
his understanding of the Savy agreement. He stated that as he first came aboard 
Northrop in the early 1950's, the Company ..ound it necessary to obtain reliable 
Intelligence for their aircraft and related product sales. They also found that 
they needed a thorough understanding of the problem of doing business abroad. 
Allen stated he knew of a gentleman from his earlier business connections, this 
man being Mr. Simon, and he contacted Simon for his input as to who they may 
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make contact .with to these endeavors. It was through Simon that he 

heard about Bill Savy. He then asked Simon that the next time Savy was in 
the U. S. he let Allen know in order that they may meet him and discuss pos¬ 
sible business ventures. Allen stated that a short lime later Savy did in 
fact come by and a meeting was arranged betwen he and T. V. Jones. A decision 
was then reached to use Savy for their consulting for intelligence work abroad. 

A letter agreement was entered into, and a basic retainer of $10,000 per year 
was also agreed to per Allen. Allen stated that the original agreement was 
that the fee would go up if Savy became more active, and it was his understand¬ 
ing that the fee was to cover Savy's basic fee, his expenses, plus his use of 
any other sub-consultants. There was also agreed initially that the relation¬ 
ship between Northrop and Savy would be very confidential. 

It was about at this same time, per Allen, that the Company realized 
that it must have political Insight, . They started to make some con¬ 

gressional contacts, and the idea came up “within a year or two after retaining 
Savy" that Savy might be groomed as a conduit of funds for these political pur¬ 
poses. Allen stated that there was more and more pressure at about this time 
that Northrop meet its political commitments, and they found they could no longer 
handle their commitments by personal contributions. They found that this was 
a problem, and it was discussed many times, with Allen pursuing and looking 
into what other companies did. He found out that others got funds a variety of 
ways, some of which were outside the U. S. It was concluded- that Savy would be 
very useful and a very reliable source for Northrop to use in this manner. He 
thus began to bring certain surplus funds back with him to the U.S. In response 
to a question by Crira as to exactly when these funds started to come back, Allen 
replied that to the best of his recollection this would be in *63, or maybe to 
some small extent in 1962. Allen stated that the amounts of money coming back 
went up and down with Savy's activity £nnd with the political needs. He stated 
that when budget times were tough at Northrop, often Savy was cut to the basic 
$10,000 retainer, and during these periods of time, he performed little work of 
a significant nature for Northrop. The confidential relationship between Savy 
and Northrop became even more so once they got into this funds. A 

decision was made p»*V.* ly to keep no records as to what was changing hands. 

Allen recounted that early in the political arena, a $5,000 contributi >n 
was a large contribution. He went on to state that it was very difficult for a 
corporation such as Northrop to say no to requests of this nature. He further 
stated that in the earlier years contributions were heavy to all political parties, 
including Johnson, state Republicans, state Democrats, etc. The first real large 
requests started to come In with the Nixon campaigns. Allen felt that from 
approximately 1970 forward, he has much better recollection as to amounts exchang¬ 
ing hands, inasmuch as the amounts were fairly large in relation to the earlier 
activity. 

Crim attempted to determine if an fact it was possible to ascertain if 
or what percentage over the basic Savy retainer might come back. He also questioned 
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how the Company determined if it received back everything it had coming. Allen's 
reply was that he relied on Savy, and that whatever Savy brought back was accepted 
by him. He stated he never kept records in these earlier years, and to the best 
of his knowledge there was no set formula or method for determining what might 
come back. 


Crim Inquired as to what was the meaning or distinction between various 
company names employed by Savy L Allen replied that it is his understanding that 
this was for tay purposes of Savy. He stated that where the payments went (to 
which company) was more or less at Savy's direction. In response to a question 
by Hr. DeVos as to how fees might be arrived at periodically - specifically did 
Northrop tell Savy what the new fee arrangement was going to be, or did Savy ask 
Northro*; for Increases, etc. - Allen replied that both these methods existed 
over the years. He stated that the Company never received much in the form of 
-written reports from Savy, but chat Savy preferred to give his information in 
person or by telephone. Allen stated that these reports normally were given 
"directly to him by Savy, and he then normally orally conveyed the reports to 
Mr. Jones. In response to a question, Allen stated that he was not sure how much 
he talked to Savy versus how much Savy talked to Jones directly. He did feel, 
however - particularly during the early part of the agreement - that most contacts 
were Savy and Allen. He also stated that there was no formal time table for the 
meetings, and that they were on a more or less as needed basis. 

In response to questions by Crim as to how he could accept the fact 
that whatever monies Savy turned over were all they had coming, or to use Crlm's 
terms "how did he (Allen) get comfortable," Allen replied that he was comfortable 
because Savy was doing the job for them. He felt that the amounts going to 
Savy were reasonable, since Savy normally had the right answers and assisted North¬ 
rop immeasurably. He also said that he felt comfortable because some monies did 
come back. Thus whether or not it was $10,000 or $20,000, something was better 
than nothing. In response to a question as to why initially Savy was paid $4,000 
a month, Allen had no real answer. Crim tried to pursue the theory that perhaps 
.the difference between the $4,000 a month and the basic $10,000 annual retainer 
might have all come back to form the Savy fund." Allen stated that this was not 
the case, and whereas he had no real feel for what might have come back early in 
the agreement, he didn't think that in '62 and '63 the amount returned could be 
* any*more than $10,000." 

In response to further probing by Crim as to whether or not Savy was to 
be used from the very start as a conduit, Allen stated that at first this was not 
part of the agreement. He stated however that probably within the second year of 
the Savy agreement, they reached agreement that he would "send back what he didn't 
use." Allen again reiterated that this was not a predetermined amount. Crim 
inquired as to whether or not Savy had ever Informed Allen as to how much excess 
monies he had on hand, to which Allen replied no. 

Crim asked when Alien had last talked to Savy, the answer being "some 
months ago." He stated that at that time trimt most of the contact with Savy 
was being made by T. V. Jones, and that a call had come in to 
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Jones, who was out of town, and Allen took the call. He stated that he took 
a very "carefully worded message," Allen indicating that perhaps it had been 
written beforehand and merely read over the telephone. He told Savy that Jones 
was going to be back in the office tomorrow, but that upon his return, Allen 
understands that Jones would not take the,call, but Allen did not know why. 

In response to a question as to when Allen*had last talked to Simon, the answer 
was again a "couple of months ago." The schedule of payments to Savy was handed 
out, and discussion then followed with respect to amounts shown thereon. One of 
the first questions was what occurred in 1969 that necessitated a raise in the 
monthly amounts to the $15,000 level. Allen's answer to this question was three 
things to the best of his recollection: 1) Major Increase in F5E sales in 
Europe; 2) The expansion of the Cobra program; 3) The upcoming Presidential 
campaign. Another question was asked as to whether, in 1966, the increase from 
$1,250 a month to $2,500 a month was because of the elections in those years. 
Allen could not conclude anything in this regard. A third question was why in 
'67 and '68 they dropped to the minimum payments. Per Allen's recollection, this 
was because of general belt tightening or budget cutting during this period of 
time. 


Crim Inquired as to why Savy only returned the $94,000 in late 1972, 
rather than the full $100,000 or $120,000. Allen replied that Savy had $26,000 
in commitments, thus was asked to just return the difference. Crim inquired as 
to whether or not this $94,000 was a fictitious number, designed to make the 
transaction look more proper than it was, Allen replied that this was not the case. 

In reply to .flni number of questions, Allen replied that he had never 
made an accounting to T. V. Jones as to monies coming6£fcTSavy and the disposition 
thereof. He went on to state that he did not really consider this a "fund" as 
we kept referring to it, rather it was more Just a flow of cash. The distinction 
in his mind was that he did not sit on a large sum of money normally, rather he 
usually had uses for it before monies ever came back from Savy. He stated he con¬ 
tinually got requests for contributions, which he then accumulated and held in 
file, until such time as cash came from Savy and it was then used. Crim inquired 
as to how he as a business man and business leader could bring himself to do 
something of this magnitude, and work with absence of records, etc. Allen stated 
that he felt the Company had to do what they were doing, and someone had to be the 
person responsible for the funds and for the disposition, and that since he was 
asked to do it and it was necessary, it was his job and he did not question it 
further. 


The questions then ran to what transactions he could recall as having 
run through the fund. A summary of these follows: 1) He had given cash at one 
times to Holmes Tuttle, a Republican fund raiser; 2) He had given cash to Gene 
Wyman at one time, a Democratic fund raiser; 3) He had given £» the amount of 
$50,000 to T. V. Jones. $25,000 of this was given at one time at Jones' request, 
apd was an attempt to split up a substantial amount of excess cash which had been 
building up. At a later time $25,000 was given to Jones, when Kalmback had shown 
up and requested more funds. With respect to the latter $25,000, Allen claims 
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that he had been purposely accumulating such amount in a lump sum inasmuch as 
Jones had requested him to be prepared to turn over funds of this magnitude 
since he expected to need such an amount; 4) He stated that he had once given 
$1,000 to a political ally in Washington D.C., and that he had obtained a re¬ 
ceipt - the only receipt he ever recalled obtaining; 5) He had replenished 
his own account with certain disbursements made for political purposes. These 
were relatively small, and had to do with three matters; a) a $500 (approx¬ 
imately) cost for renting a helicopter for a state candidate, b) the cost of 
$500 (approximately) for a plane fare for the wife of a government official, 
c) costs to a lobbyist in Sacramento, which went on for a number of years; 

4) He stated he had given cash as a replenishment for personal expenditures for 
certain officers. In response to a question as to which officers, he stated 
these included Willson and Lloyd, (the $24,000 referred to in the Special Pros¬ 
ecutor's complaint) Bob Miller (now deceased). In response to a direct question 
as to whether monies had ever been given Douglas, Allen replied that he did not 
think so. 


With respect to the last $25,000 given to Jones as described above, 

Allen recalls that this pretty well depleted the fund. With respect to a question 
as to how much built up after that, he felt that it approximated $24,000, which 
he then used in early 1974 to pay back the Lloyd and Wilson contributions. 

In response to a question as to who knew about the Savy relationship, 
Allen replied that only he and T. V. Jones were involved. 

Crim inquired as to Allen's knowledge of the $3,900 which Jones had 
turned over to the Audit Committee some two weeks ago. Allen stated that he 
could not identify this amount, and he said that it perhaps was left over from 
another amount. He stated however that it was not normal practice to give Jones 
cash, unless to reimburse him for a known item, and thus he just could not add 
any insight into the $3,900. He does not recall splitting up the fund into two 
parts as Jones stated was the case with-this $3,900. 

In response to inquiries with respect to the Good Citizenship Committee, 
Allen stated that he in fact had been involved with this Committee for a‘number 
of years. He felt that it normally raised from 20 to 30 thousand dollars per 
fund raising endeavor. He stated he had recently resigned as chairman of the 
Committee, and felt that George Douglas had most of the.data at this point. 

Internal audit has apparently done periodic audits of the fund, and Loren Odell 
was presently in process of doing a final audit. Crim inquired as to whether or 
not any funds from the Good Citizenship Committee were commingled with the Savy 
funds, but Allen stated they were definitely not, that very concise detailed 
records were retained on the Good Citizenship funds, and they were not commingled. 
Crim stated that someone had alluded to the fact that Good Citizenship Committee 
checks may have turned up on the records of the Committee to Reelect the President, 
to which Allen stated that this may well be since an individual giving to the 
Good Citizenship Committee could designate the ultimate recipient of his check. 
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For example. If someone gave $500 and asked that it be given to the Committee to 
Reelect the President, a check on the Good Citizenship Committee would be so 
drawn. 


Crim inquired as to the political activities of the Eastern Regional 
Office. Allen stated that he felt the people there were doing a very good job 
of monitoring the political scenej and that they were well attuned to what had 
to be done and where.. He stated that he had in fact reimbursed them for certain 
„ expenditures, and h&A his recollection of the magnitude of political funds dis¬ 
bursed by the Washington office, might run up to $10,000 in election years, with 
approximately $1,000 per year in non-election years. 

Crim inquired as to whether or not we knew everything or had been told 
everything by Allen that he had passed on to other government agencies, such as 
the Grand Jury, etc. Allen's attorney stated that a very in-depth debriefing 
after the Grand Jury testimony was available, but -that at the present time, this 
was a privileged document. Gold does not believe that there is anything contained 
therein which is new, and he will investigate the availability of this debriefing 
document for purposes of the investigatory procedures. He is to let us know with¬ 
in a week as*to whether or not this document can be made available. He did state 
thah. the Grand Jury concentrated heavily on the 19?2 Presidential campaign, and 
did not go much beyond that question. 

Back to Savy for a few minutes, Crim inquired as to how often Allen 
talked to Savy. Allen stated that he would estimate that Savy came to the U.S. 
approximately six times a year, with Allen seeing him probably four of the six 
times. He stated that he perhaps talked to Savy maybe twelve times a year. 

Crim inquired as to Allen's knowledge of the Economic Development 
Corporation. Allen replied that he did not know anything about this. Crim asked 
how well he knew De Francis, and what his relationship with De Francis had been. 
Allen replied that he did know him, and as stated above, had given him directly 
a large sura of money - some $60,000. He stated he cannot pinpoint the date that 
this $60,000 was given to De Francis, it was probably sometime in 1973 to the 
best of his recollection.Crim inquired as to how the cash to Savy was normally 
delivered. Allen replied that it was usually in $100 bills, and that it normally 
be delivered to Allen in Savy’s hotel room in New York, with Savy merely saying 
that this was the excess that he had, and would just hand it to Allen. 

In response to a qOestion from Crim as to what Allen's recollection is 
as to the total funds that may have come back from Savy over the years, Allen 
replied that it would probably approximate some $300,000. This figure does not 
include the $94,000 returned to the Corporation. Uw inquired whether,fflad prepared 
any sort of summary recounting his recollections, which perhaps could be turned 
over to us. He stated that he had made numerous attempts to do this, but nothing 
* was completely tied together in his own mind. His attorney stated that they were 
working on this project, and that they hoped to be able to come up with a final 
summation to the best of Allen's knowledge, which would then be provided to us. 
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We attempted to summarize briefly the magnitude of the known disbursements by 
Allen, which arc summarized as follows: 

$50,000 to T. V. Jones 

60,000 to DeFrancis 

24,000 to Lloyd and Willson 

12,000 (app.) replenishment to Allen 1 

25,000 (app.) to Tuttle and Wyman 
5,000 (app.) to Eastern Regional Office ^ 

Crim inquired as to if Allen knew any reason why, when the Committee 
to Reelect the President offered to give back the $100,000, why Jones did not 
accept it. Allen replied that he would guess that it was.because T. V. thought 
it was good money in his own mind, and Just wasn't about to admit at that time 
that it was Corporate funds. 

In response to more questions on De Francis, Allen recounted that he 
did not receive any reports from De Francis as to work done, that he did, in fact, 
give the $60,000 to De Trancis, but that he does not know what it was used for. 

He said he perhaps saw De Francis one or two times a year, where they more or less 
compared notes, and were generally in agreement as to various political strategies, 

A number of topics were then discussed very briefly, whiclyjsuinmarized 
as follows: 1) Allen stated that his personal bank statements were ready for our 
review; 2) He stated that he did not know of any other agency here at Corporate 
office anything like Savy. He does know of a man working for the Eastern Regional 
office, reporting to Holcomb, by the name of Sommer. This man perhaps is a 
political contact; 3) Crim asked if Allen knew Soukl, to which Allen replied that 
he was a workman, and not a big newsmaker; 4) Allen stated that they hod dis¬ 
cussed very early in the game, whether or not to use suppliers for political pur¬ 
poses, and they decided that they would not do this; 5) They also discussed 
early in the game the use of employees, and decided again that this was not the 
thing to do - other than the Good Citizenship Committee; 6) Crim inquired as' to 
whether Allen knew.the following four individuals: Jeffrey Parsons - per Allen, 
he runs the Paris office; Les Daily - per Allen, he works at Corporate office; 
de Ravenal - per Allen, he works in the Paris office; Colon.. - per Allen, he works 
in the Rome office. (Note: - these four individuals are named in the Springer 
suit). 7) Allen stated that a rule which had been applied fairly consistently, 
was that no one was to talk to a Congressman unless it was cleared with Allen; 

8) Allen stated that some uses of facilities for political purposes were routed 
through him, although it would not necessarily be all uses; 9) In response to 
a question by Crim as to whether the Company plane had been used by Stans, Allen 
replied that he did not know of this use; 10) In response to a question if he 
knew if the plane had been used during the 1972 Presidential campaign, Allen re¬ 
plied that he knew of no such use; 11) Crim inquired as to Allen's knowledge of 
the hunting lodge, Allen replied that he had never been there and he had never 
reimbursed anybody for the use of the lodge; 12) Crim Inquired as to Allen's 
knowledge of the apartment maintained in Washington and what it is used for, and 
Allen replied that he believed it was used almost exclusively by T. V. Jones. 
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With this the meeting was brought to a conclusion. Mr. Gold stated 

that he thought that Allen would now be in a much better position to do a in- 

depth and creditable Job on filling out his written Narration. They felt by 
having had a chance to discuss certain of these points, that they now have a 
better understanding as to what we really need, and how they might best respond 
to the questions. Crim recounted that it was important that we get this Nar¬ 
ration, and that we undoubtedly would want to have further personal Interviews 
with Mr. Allen. Both Mr. Allen and Mr. Gold stated that they would be more than 

willing to hold these further discussions as necessary. A copy of the Question¬ 

naire which had been developed for the special Investigation, was to be delivered 
to Mr. Allen the next morning. With that, the meeting adjourned at approximately 
4:30 p.m. 


(Note: Two copies of the Questionnaire were, in fact, delivered to Mr. Allen 
on the morning of June 26th. Some one hour later, Mr. Allen called me 
and asked if he could have six more copies of the Questionnaire, stating 
that he felt it would expedite things, and that he was in the process of 
working on it. Six additional copies were delivered to Mr. Allen that 
same day). 
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At 8:00 a.m. at the Aircraft Division an interview was conducted of 
Manny Gonzalez by myself and Jim Blair of E&E and Falkenhagen and Francisco 
of PW. Gonzalez had earlier been met with briefly by both Chad Dreier and 
Jim Blair during the conduct of the investigation, and he had at that time 
answered certain general questions. The purpose of today's interview was to 
follow up with specific questions we had as a result of Jim Blair's review 
of the various major consulting and agency agreements at Aircraft, review of 
the correspondence files, etc. Reference is made to the memo which is being 
prepared by Jim Blair which will be a complete chronology of the interview. 

The purpose of my memo will just be to highlight certain observations which 
I feel are particularly Important as a result of today's meeting. 

Gonzalez started by giving us a brief rundown on what they attempt 
to do from a legal aspect when reviewing the various agreements - namely that 
they ascertain that it is in fact tax deductible or that there is support for 
the services being rendered, and that it is allowable under ASPR. He acknow¬ 
ledged that he doesn't like having to deal with the agents, but that it is 
truly a way of life and that as long as the amounts are reasonable and can be 
justified and supported and thus covered under contract coverage and/or by 
tax deductions, that they proceed then on that basis. He has apparently with¬ 
in the past few months been delegated the sole responsibility of dealing on 
behalf of the division with the agents and consultants, and he has thus brought 
in another man underneath him (Paul Champion) who now more or less administers 
the mechanics of the agreements, makes sure the files are complete, supportable, 
etc. Gonzalez has been very Instrumental in dealing for Aircraft Division with 
the agents and.consultants directly. He stated this is more or less at the dir¬ 
ection of Gas £f4 g e who a few months ago or perhaps a year or year and a half ago 
decided to tighten up considerably in this area because of the magnitude of the 
amounts that were then being disbursed or contemplated for disbursement* 

Gonzalez recited briefly what he considers the various roles or general 
role of the agent and consultant to be. He just said with the consultant you hire 
the person to provide services or provide particular advice. He is a specialist. 
As to an agent, they run the gamut from being very professional to being just 
influence peddlars, but that often you had to go this route because you could not 
afford really to have your own staff or experts in every country. They somewhat 
are a way of life, and he would equate their role very much to the use of agents 
in the U.S. by professional athletes. In other words, this man's job is to get 
your product to the marketplace. 
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The discussion then turned directly to the Triad agreement. Blair covered 
the various peoples that we had observed in the correspondence, and obtained Gates' 
input as to who they were and what their role was. Blair also pursued what the various 
roles were of Kim Roosevelt and Sam Souki as regards Triad. Gates stated that. Souki 
was in fact in both camps - namely that as agents |nd consultants - but that Kim 
Roosevelt was a senior statesman and he would be flabbergasted if he was involved at 
all in obtaining fees from Triad or others for work he might do. He just apparently 
gets Northrop together with others and then goes back to doing his own thing. 

The various government officials and/or,other high officials in Saudi were 
discussed. Including their various roles and how demanding they were of Triad and/or 
Northrop. Gonzalez pointed out that the correspondence md file that shows that the 
various princes were putting the pressure on Northrop, that this was basically third- 
party. It is basically Khasshoggi's contention that these people wanted more money 
thus he wanted to boost his ante to cover for them. Gonzalez stated that he is not 
aware first hand of any dollars from Northrop actually reaching Saudi government 
officials. 


For approximately thirty minutes during this point of the conversation, I 
had to leave to take a telephone call on another related matter, at which time the 
discussion continued on the sequence of events and the other matters on Triad. 

The discussions then turned to ATS. We mentioned particularly the so-called 
paragraph 5 (h) which was in the earlier agreement but which was eliminated from the 
final agreement, and which said something to the effect that Northrop could withhold 
monies to be used for national purposes. Gonzalez was very unclear about this, and 
said that we probably should talk to George Gore. He stated he was not really sure 
who had drafted this earlier agreement, but it may have been him, but again, he did 
not recall this particular paragraph for the specifics. He stated in response to a 
question that he didn't think the name change or the move of ATS locale from Switzer¬ 
land to Bermuda was of any great significance. He felt this was just merely a tax 
planning mechanism from ATS. He then went on to state somewhat his knowledge of the 
various ATS agreements and the proposed termination thereof. He stated that the people 
behind ATS (Mahvi et al) did not want their Involvement to become known with respect 
to, future commissions on the F-5-F, thus Northrop suggested that they just terminate 
the agreement and settle up on what Northrop fowo d the g Hfrn - - th e-F-5-E. These settlement 
negotiations are still in process, Gonzalez stating that Northrop probably would agree 
in the final analysis to pay them everything they had coming, but that follow-on work 
on spares or what have you would not then be covered by commissions. He stated that 
he has told Mahvi repeatedly that Northrop must answer that there will be commission 
agreements if in fact the present agreement stays in effect, and that there is no way"" 
that Northrop will proceed with agreements other than by disclosing. Mahvi then has 
apparently taken the position that they do not want this disclosed (Gonzalez does not 
really know why) and so the possible termination. As to why Mahvi might not want his 
name to become known, Gonzalez can only speculate that he thinks he is in some kind of 
a political warfare with another high official in Iran and docs not want his name or 
his company name bantered around even though the business purpose may be honorable. 

Jim proceeded to then ask certain questions regarding other agency agreements 
concentrating on Malaysia and the Spanish agreements. With respect to the Pinto agree¬ 
ment where there apparently is somewhat of a side agreement which really covers the 
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nuts and bolts of the workings - the primary agreement being that which Is entered 
Into for purposes of showing the tax people or whomever in-country. Gates stated 
that this is really n way of doing business there, and he did not think it was that 
particularly unusual. In response to a question from Blair as to whether or not he 
felt this wits triggered by tax problems, Hanny said he Just did not know, but that 
the basic question of only revealing in some of these countries what you have to 
again is a way of life. He states that In fact he was told by an attorney in Spain 
that if they disclosed a lot of this stuff they would be in a vos tminority. In respons 
to various questions on Malaysia, Manny stated that he knows of no one near tha 
government who has received any monies through thq agency payment made by Northrop. 

In response to the general question as to the various assignees that often 
are observed in these agency relationships, Gonzales stated that they don't really 
investigate this too much, and as far as he Is concerned as long as they are dealing 
with tha same people and tha job is getting dona, they don't really care to whom the 
man may choose to have the checks made out. 

The meeting concluded at approximately 10:30 a.m. 
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This memorandum sets forth my recollection of 
an interview of Jack Campbell by Messrs. Crim (E6E), 
Francisco (PW) and myself on August 6, 1974. 

Mr. Campbell is now the Assistant Controller 
of Northrop, a position he has held since August 1972. 
Previously he was the chief financial officer of Page 
Communications. 

Our interview of Mr. Campbell related to the 
Schedule M items and other items he had set out in his 
response to the questionnaire. 

We began with Schedule M. He explained . 

Schedule M provided an IRS form used to reoort 
expenses which are not deductible by a taxpayer either 
because it is something other than an ordinary and necessary 
business expense< or because the item, although perhaps 
ultimately deductible, is not deductible for the tax year. 

The first Schedule M items we discussed related 
to the INTS project. Campbell explained the background 
of the INTS project. Previous to this project Page had 
undertaken to construct a satellite communications system 
for Iran. The company's performance of the contract was, 
in his opinion, a dramatic example of a good, solid 



performance so that Page made a good initial impression 
on the client country. In connection with the securing 
of that contract, Northrop paid to H.R.H. Prince Chararm 
Pahlehvi a sales commission which Campbell regards as 
a bona fide transaction. The Prince, although a member 
of the royal family, has for some time been self-employed 
primarily as a consultant and commission agent for 
foreign firms seeking to do business in Iran. 

Subsequent to the commencement of the satellite 
project, Northrop participated in the organization of a 
consortium for the purpose of submitting a bid to con¬ 
struct a civilian/military communications system for 
the entire country of Iran, including telephone, telegraph, 
radio, etc. The consortium was organized because in the 
view of its members none of them acting alone would be 
able to secure or perform the so called "INTS" contract. 

The members of the consortium were General Telephone and 
Telegraph of Italy, Nippon Electric, Page Communications 
(Northrop) and Seimens of Germany. An acroynm used to 
refer to the consortium is GNPS. The'undertaking by GNPS 
was described by Campbell as the largest undertaking of 
its kind in the communications field. The estimated cost 
of the INTS project to Iran began at $125 million and 
ultimately increased to $225 million. The portion of the 
contract performed by Page hovered around 60% of this total 
or in excess of approximately $135 million. The consortium 
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members provided a variety of goods and services. General 
Telephone provided electronic gear; Nippon provided some 
electronic gear, constructed some towers and installed 
its equipment; Seamens provided electronic gear and all of 
the power facilities required for the system; Page 
installed all of the General Telephone and Seimens equip¬ 
ment and was responsible for almost all civil construction 
required for the system, including buildings, access roads, 
etc. In addition, Page opened and ran a training school, 
and was responsible for the maintenance and operation and 
other miscellaneous odds and ends of the contract. 

At an early point in the organization of the 
consortium it was agreed between the members that up to 
5% of the total contract price could be paid as commissions 
or fees ostensibly either to get the contract or for 
advice how to perform the contract (including how to get 
payments). Of the consortium members, Seimens was by far 
the most experienced company, the only one with extensive 
prior contracts in Iran. Somewhere along the line Seimens 
suggested to the executive committee Of the consortium, 
and it was approved, that in excess of $1 million in cash 
be contributed by each of the members and placed in a Swiss 
account under the control of Seimens in order to provide 
Seimens with a means of making "certain payments to 
individuals" in connection with the INTS contract. 

Page made its contribution by way of courier. 

A vice president of Northrop assigned to Page for the INTS 



project (a retired general, Jablonski, West Point All 
American) hand carried the cash contribution of Page 
(approximately $600,000) to Switzerland and either deposited 
it in an account designated by Seimens or opened an account 
for that purpose. When his task was completed, with due 
disregard for the confidentiality of his assignment, 
he wired Page the account number and confirmation that 
the deposit had been made. Subsequently, a second 
deposit was made in a more indirect way. The second time 
a withdrawal was made from the working- capital of the 
consortium. My notes are unclear whether Campbell 
explained the physical manner in which the second deposit 
was made. 

So far as Campbell is aware, neither he nor any 
other person in Northrop knows for a fact how. the funds 
were utilized. There was no assurance that Seimens, which 
controlled the account, used the cash for the announced 
purpose and clearly no evidence that the funds were used 
to bribe any public officials. For that matter, Campbell 
does not assume that Seimens did anything other than pocket 

e 

the money, but the implication which Campbell drew from his 
understanding is that the money was probably, in part at 
least, used to pay off some mid-level Iranian officials. 

The implication drawn by Campbell is rooted in 
his belief that there is a need to make such payments 
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in Iran* The way in which the government bureaucracy 
operates makes it almost impossible to get the necessary 
approvals on schedule if at all unless there is.a special 
effort. All members of the bureaucracy operate on 
the understanding that a mistake can put them and their 
families in jail or worse; the best way to avoid a mis¬ 
take is not to make a decision. .Another way is to submerge 
their responsibility for any decision by having other 
people share in making the decision*. For example, we 
were told "by Campbell that as many as 46 signatures were 
required for payments under the INTS contract, and even 
when you got the signatures payment was not necessarily 
forthcoming. 

Other legitimate explanations for the Seimens 
type payments are to secure for the consortium members 
logistical information they would otherwise not have respecting 
reliable sources of supply or subcontractors, and how to 
move material and people as required* Consortium members 
have paid fees and commissions in Iran in lieu of bringing 
into the country the kind of people any of them would have 

* 

in their employ at their domestic plants with such titles 
as expeditor, inventory manager, labor relations officers, 
contracting officials, etc. 

On the other hand, it is equally possible that 
these legitimate reasons for paying consultant fees are 
simply in addition to the need to bribe public officials 



into doing things for Page or other members of the consortium. 
The point is that Campbell does not know, although he was 
willing to indulge in various speculations. The payment 
of the $600,000 to Seimens and the subsequent payment of 
$500,000 from Page funds contributed to the consortium 
fall into the category about which Mr. Campbell is 
willing to speculate. He claimed not to have been 
directly involved in the decision to make the payments, but 
he was very much aware of the commitment. Campbell 
contended that he was quite uncomfortable with the 
Seimens payments at the time because he regarded them 
as possible bribes or troublesome. However, he characterized 
his position as one in which he did not feel h9 could cay 
no to the effectuation of an understanding which had been 
a major premise to securing a very substantial'contract. 

He sees the issue as one in which he could have quit in 
protest, but did not feel the need. Rather, he went along 
with the payment. 

Campbell was pivotal to the initial determination 
to deduct it from U.S. taxes as an ordinary and necessary ~ 
business expense. When it came time to prepare the Page income 
tax returns, he listed'the payment as a proper deductible 
expense on the Page return forwarded to Northrop. His 
rationale was that the payment was made pursuant to an 
agreement reached within the overall GNPS consortium of 
which Page was a part and thus the expense was an ordinary 
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and necessary business expense. When the matter got to 
Northrop, Howard Rath, then Director of Taxes,* refused 
to permit the deduction and insisted the item be placed 
on Schedule M unless Page could secure further documentation. 
Campbell attempted to pursue documentation from Seimens 
but despite a series of reportedly acrimonious exchanges 
Seimens refused to provide any documentation for the 
payment. Accordingly, Rath's decision stuck and the 
item was placed on Schedule M. 

Campbell discussed with us his general concerns 
with payments of this kind. He was asked what considerations 
or procedures he would like to see followed by Northrop 
personnel in respect of matters of this kind. He reported 
he would like to have any substantial expenditure in cash 
subject to five criteria. Those criteria are: 

1. Was the payment approved by the appropriate 
and proper officials of the company? 

2. Was the payment made in a way and for the 
purposes in accordance with the policy 
and procedures of the company? 

- 3. Was there sufficient documentation to 

justify its tax treatment? 

4. Were there any other reasons that might 

give rise to questions whether the payment 
could be deducted from income taxes? 


59-120 0 - 76-34 
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5. Is it a payment which would pass muster 
as an overhead item when reviewed by DOD? 

After enumerating these criteria, Mr. Campbell 
concurred with an interviewer's suggestion that the 
Seimens payment met none of the above-mentioned criteria. 

At that juncture, Mr-."Campbell, added, that it- 
there were problems with this kind of payment because 
there were either a large-gross number involved or a large- 
percentage of large contracts, he wanted us to be aware 
that the company was on the verge of negotiating a contract 
for the Libya Air Defense\System in which the company 
would pay a commission far larger than the 5% upset limit 
agreed to (but never reached) in the INTS contract. 

The second item discussed with Campbell was the 
cash given in late 1972 to Ross Miller, a group vice 
president, then in charge of the Iran operation. Just 
prior to his return to Iran where he was sent as a trouble¬ 
shooter to resolve some Page problems, Mr. MiJLler asked 
for and received $30,000 in cash justified simply by a 
voucher that the cash was needed for "in country expenses." 
As things came to pass, only approximately $12,000 of the 
$30,000 was actually expended; the remainder is held in an 
imprest suspense account. Mr. Campbell suggested that he 
did not know the uses to which the money was put. He 
simply believes that Miller who was sent to Iran as a 



troubleshooter to deal with a particular situation felt. \ 
the need to grease some wheels* :? in Iran* _••• 

. fWe subsequently discovered from Willson the " \ 
uses to which the -funds VerQ.put* Willson has been told ’ > 
by Miller, that the money wasrused tq pay-off an Iranian 
^ tax;'officiaIjwh9j^c aught" JPage 1 in^td^Withhold taxe*-; r 



which jis ..to withhold taxe3~onl^pn^'the Jngome 'paid’ to the ’' : V'" 
personnel in Iran, and not' to* withhold taxes. fcfr income paid 
to him or his account outside Iran. Willson added that 
once Miller extracated Page from the shakedown threats 
of the Iranian tax officials Miller and Willson arranged 
for Page to withhold thereafter.the full amount of taxes, 
including tax oh income, delivered^outside Iran, notwith~ ” 
standing Willson's vi.ewcthatf Page iVfiow the .only company *•*; 
doing that. This subsequentf lie tion:-was taken Sb’as to / • •..* 


avoid the necessity of any further payoffs notwithstandingJ 
that the payoffs would cost much less than the taxes.]. 

At the time Miller took the $30,000 to Iran he 
asked for and received a check in the amount of $16,000 
payable to Dr. Aghayan, Page's lawyer in Iran. The 
voucher showed it was for legal services; Aghayan received 
this payment in addition to the legal retainer he normally 
received. Campbell volunteered his view that there was 
nothing wrong with the payment but that he had put it on 
his list because it was a payment drawn on the account 



of Northrop rather than Page whereas the professional 
relationship existed between Page and Aghayan. Ultimately, 
the payment was billed to Page who in turn billed it to 
INTS. Despite persistent questioning, Campbell insisted 
that he knew no more. 

Mr. Campbell said he knew nothing personally 
about Savy. In his capacity as Controller he was able 
to justify deducting the Savy payments for tax purposes 
because there was sufficient documentation. He did 
indicate that his office (Controller) did not issue control 
payments to Savy since he was paid by bank drafts rather 
than by check. He thinks this is a procedural mistake 
he has or will correct. 

The last item we discussed was the $500,000 
payment to Georgio Berlingieri in Switzerland for the 
account of Interocean. This payment was made pursuant 
to a contract for a sales contract although the contract 
was never obtained. He knows little more other than 
Ed Moses instructed him to make the payment on the occurrence 
of an event. When he was informed the event had occurred, 
he made the payment. He is aware of a variety of circum¬ 
stances which led Northrop not to enter into the contract 
notwithstanding that the payment was a commission paid 
for the contract. The circumstances he related include 
unrest in Thailand, hesitance on the part of Northrop 
bankers to finance the project, and a corporate decision 
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to terminate the subsidiary which had gotten a preliminary 
agreement for the contract. 


MRK 



CONFIDENTIAL 


August 15, 1974 

NORTHROP CORPORATION 

AUGUST 7, 1974 INTERVIEW OF HOWARD RATH, 

FORMER DIRECTOR OF TAXES AND ASSISTANT SECRETARY 
OF NORTHROP CORPORATION 

1. On August 6, 1974 an Interview was held with Mr. John B. 
(Jack) Campbell, Northrop Corporate Controller, in connection with 
the special investigatory program being followed by Ernst & Ernst 
(E & E) with assistance from Price Waterhouse & Co. (PW & Co.) as 
set forth in their respective engagement letters dated June 10, 1974 
to Mr. Clair L. Peck, Jr,., Chairman of the Northrop Audit Committee. 
Those present during Mr. Campbell's interview were E. Raymond Crim 
(ERC), Partner, E & E, Michael Klein (MK), Partner, Wilmer, Cutler, 

& Pickering, and Michael H. Francisco (MHF), Audit Manager, PW & Co. 

2. As the result of the interview with Mr. Campbell, it was 
decided that further pertinent information might be obtained through 
an interview with Mr. Howard Rath who is now a partner in the law 
firm of McDonald, Halsted & Saybourne in Los Angeles. At 10:00 a.m* 
on August 7, 1974 Mr. Howard Rath (HR) was interviewed in the presence 
of ERC, MJC, MHF and Mr. Gordon Stine (GS), E & E Tax Partner, in the 
offices of HR. 

3. The purpose of the interview was to determine, essentially, 
what caused HR to list on Schedule M the payments to Siemens in con¬ 
nection with the Integrated National Telecommunications system/'INTS". 

4. HR stated that before answering the question, he needed to 
describe his role at Northrop as Director of Taxes and Tax Counselor. 
HR stated that he was responsible for filing the consolidated returns 
beginning with the 1967 fiscal year. Prior to 1967, the returns, 
although not consolidated, were filed by E & E. 

5. HR then summarized the background on the "INTS" contract 
and GNPS consortium. At the time that the July 1971 tax return was 
co be filed, HR heard from either John Baker, who is currently the . 
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Vice President of Finance at Page, or from Jeff Kitchen, Northrop 
Vice President, the following story.' 

6* According to either Baker or Kitchen, a man named Jablonski, 
who is a Northrop employee working with the GNPS consortium, traveled 
to Switzerland with Page's share of the initial commission payment of 
approximately $660,000. Mr. Jablonski met some unknown persons in a 
hotel room and handed out the $660,000 in cash. 

7. Inasmuch as there was no substantiation as to the purpose 
of the disbursement, this led HR to list the $660,000 payment on 
Schedule M. This resulted in no deduction for income tax purposes. 
According to HR, this was a one-time payment. 

8. When the IRS came in to audit Northrop^for the 1968-1970 
period, they obviously saw the Schedule M amount which is a permanent 
disallowance. HK told the IRS to“"forget it" and that the Company had 
decided not to claim it as a deduction because they didn't have 
documentation as to what the payment was for. The IRS auditor, 
whose name is Maynard Gordy, stated that they could not ."forget" this 
particular payment even though it was not claimed for tax purposes 
because the money might have gone to a U.S. taxpayer.. There was 

no Form 1099 filed with respect to this particular payment and, 
consequently, they had no other choice but to request additional 
Information. Accordingly, HR attem pted t o obtain further information 
with respect to this particular payment. 

9. Further investigation indicated that Jablonski did go to 
Switzerland and he opened up a Swiss bank account on behalf of the 
Corporation. Mr. Jablonski is a retired lieutenant colonel in the 
Air Force and, according to HR, is . a straight-forward individual. 

In fact, he even wired the number of the Swiss bank account to the 
members of the consortium which is a violation of Swiss law. Accord¬ 
ing to the further information obtain by HR, a representative of 

^Siemens informed the entire consortium, including Jeff Kitchen, that 
certain, payments had to be made. However, Siemens refused to divulge 
what the payments were for. According to HR, it is his understanding, 
although this is only through conversations with John Baker, that 
Siemens then withdrew the cash from a bank account and made certain 
payments. 
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10. This Information was documented by HR by obtaining affi¬ 
davits from Baker and Kitchen and one other Page officer triiom HR 
could not remember (Hughes), in order to present his position or the 
Company*s position to the Internal Revenue Service, At no time did 
HR ever learn how the money was spent and he does not know anyone in 
the Company who is reported to know how the money was spent, 

11. Subsequent to the first expenditure, which was a direct 
payment by Page to the Swiss bank account, HR learned that another 
payment had been made the following year out of working capital funds 
of the consortium. This apparently was not known by John Baker and, 
consequently, this later amount of approximately $600,000 was claimed 
as a tax deduction. When HR learned of this particular expenditure 
by the consortium, he wrote a letter to the IRS and said that this 
should not be considered a deduction fpr purposes calculating taxable 
income. However* HR stated that he did not think it would be appropri¬ 
ate to file an amended return because Northrop was already approximately 
$3,000,000 overpaid due to other matters that are not related to this 
particular situation. The calculation of how much of the 'GNPS pay¬ 
ment to Siemens was based on the percentage relationship developed 

as part of the consortium agreement. HR stated that he was informed 
by Baker that the 1971 payment was the last payment but that Page*s 
share in the second payment might be larger than originally stated 
because of the adjustment of the percentages due to the ultimate 
relationships of contribution by each consortium member, 

12. The reason that a second payment was necessary was because 
the amount paid by the Siemens group reportedly was based on a 
percentage of one-half of 1% of the original amount of the contract. 

As stated by Jack Campbell in his interview, the contract grew from 
$125,000,000 to $225,000,000 and due to the increase in the contract, 
the additional payment was made. 

13. * As far as HR knows, probably no one-in Northrop knew about 
the second payment. HR further stated that probably Jones did noc 
know anything about the payment because Kitchen was vested with full 
responsibility for the Page contract in Iran. 

14. It is possible that Grant McDonald, the former Corporate 
Controller, might know something about it since he was involved in 
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softie of the discussions relating to the docuWntatlon of the payment* 

15. Because there was nothing in the affidavits to support a 
tax deduction, it was decided to list these payments as Schedule 

H items• 

16. According to HR, James Willson was fully apprised of this 
payment and therefore might have further information* 

17* HR confirmed the consortium organization insofar as its 
status. According to HR, each member worked separately with respect 
to contracts that were awarded to the consortium; however, the con¬ 
sortium members did share certain administrative expenses. 

18. With respect to the Denrees commissions which ultimately 
were 37. of the contract price and commission, payments to Prince 
Charam Pahlavi, a separate affidavit was obtained from those indivi¬ 
duals who had knowledge concerning the services performed. According 
to HR, the services that were•received from these.two commission agents 
were reasonable in comparison to commisssions paid to others for 
similar activities. However, the IRS was ’’hung up on the payr.cntc** 
and in the final audit report, which was an unagreed matter, the agent 
took the position that these payments were contrary to public policy. 

(I think it was only the payment to Prince Charam Pahlavi that was 
considered to be. contrary to public policy.) They also stated that 
the amount was unreasonable. 

19. However, HR assured us that in his view, the services 
received from the Prince were quite substantial and in his mind the 
tifc^e "Prince" leaves an impression of an affiliation which really is 
undeserving because the Prince provided them with a considerable 
amount information with respect to tax and other matters. 

20. However, because the agent took the position that this 
payment was contrary to public policy, the burden of proof was bn 
the commissioner. This is the worst situation that the government 
could take because of the burden of proof. 

21. HR informed us that it is his understanding that they have 
made a tentative settlement with respect to this matter at the 
appellate division and that the expense is considered to be the 
allowable. It is MHF 4 s opinion that this particular disallowance 
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by the IRS Is quite unusual In that there is no one in the Company 
who has knowledge that the payments to the Prince were for purposes 
not in the public interest 9 there was definitely value received 
according to HR and Jack Campbell, Corporate Controller, the IRS 
did not provide the tax payer (Northrop) with information as to 
why the amount paid was contrary to the public policy, and they 
did not present a position to the appellate division that would 
allow a judge to conclude with the service# 

22. It should be kept In mind that this amount in total is 

3% of the gross or $6,750,000 with respect to amounts paid to Denrees 
and it would be difficult to assess whether value was received equal 
to the amounts paid. 

23. It was HR'8 position that he doesn't think the IRS expects 
Northrop to go behind the payment (i.e., to have knowledge of how the 
agents spend the money). 

24. Turning to the $30,000 paid to Ross Miller for certain 
in-cour.try expenses in Iran, HR related the following story: 

25. He indicated that Northrop has a holiday between Christmas 
and New Years where everyone is out of the office. On the last day 
before the holiday was to begin at approximately 3:00 p.m. Jack 
Campbell asked Howard to approve the $30,000 payment. It had all 
the proper approvals Including Jim Willson and so Howard approved 

it as part of his check signing responsibilities as Assistant 
Secretary. A short time later, a secretary came back and asked 
Howard to endorse the check, "Northrop Corporation, Howard Rath. 
Howard refused because this might be considered to be income to him 
and then noticed that this check was quite unusual because it was 
payable to Northrop Corporation. 

26. At this point, HR went downstairs to talk to A1 Johns, who 
was waiting in the Wells Fargo Bank. A1 Johns indicated that they 
had to have the money in cash per instructions from Ross Miller. Con¬ 
sequently, HR endorsed the check and he saw that $30,000 was placed 
in a suitcase and given to Al Johns. Howard indicated he did not 
count the money but "It looked like a lot of money". Al Johns and 

HR walked upstairs and he watched Al Johns give the money to Jack 
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Campbell. Although he is not certain, apparently Jack Campbell 
gave the money to Ross Miller. HR did ask Jack if he advised Ross 
that a special slip needs to be filled out when clearing customs 
when you have money of this magnitude. Jack said that he had given 
him the advice. 

27. Because there was no documentation for the expenditure 
of these funds, no deduction was taken on the Income tax returns, 
however, Ross did indicate that it might be possible in the future 
to get documentation so the $30,000 was classified as a suspense 
item in case substantiation did turn up. 

28. HR doesn't know why or how or what the money was used for. 
He said it is speculation and Jack Campbell also speculated that the 
money might have been used for a payoff. 

29. ERC asked whether or not HR knew of any other payments. 

He said "No, but it is possible." 

30. HR did not provide us with any information with* respect 
tc £uredviee cr Savy end the only thing that he has seen is an 
affidavit prepared by T. V. Jones for the Internal Revenue Service. 

31. He also did not have any information with respect to Frank 
DeFrancls, the lawyer, and was very vague as to what services he 
performed. He did say that the IRS did not question these services. 

32. Because we had not seen the affidavits referred to by HR, 
HR agreed to go out to the Northrop corporate headquarters to find 
these affidavits in his files. 

33^, The interview ended at approximately 12:30. 



M. H. Francisco 
August 8, 1974 * 
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ERNST & ERNST 

LOS ANGELES 


TO Northrop File DATE August 14, 1974 

FROM Larry D. Gray SUBJECT Interview with Bob Watts 

on August 13, 1974 


Ray Crim and myself net with Bob Watts on the afternoon of the 13th, 
commencing at 1:00 p.m., in Ray’s office at Northrop. Watts is the, I believe, 
assistant General Counsel, working more or less under the direction of George 
Gore. Watts has been with Northrop approximately ten years apparently. The 
first order of business was a in-depth discussion on the 1NTS program, followed 
by a discussion on the 10S program. There also followed some general random 
questions, which I will cover first in this memo. 

1 asked if Watts had any files on Triad, he replied that he did, that he 
was very heavily involved in the Triad negotiations and documentation. He did 
go on to state that Manny Gonzales and/or Paul Champion at Aircraft would have 
similar documentation. He described Triad as a most successful company, and 
very highly regarded in their field of endeavors. He further went on to state 
how he had a paper which Triad had prepared, setting forth what they do, why 
they earn their fee, etc. He has agreed to make a copy of this paper available 
to us later. 1 asked If Watts had any files on Stehlin, he first replied no. 
However, I mentioned that Gore had thought he might, and he said that he would 
look into it, maybe he does have something On Stehlin, although the name did not 
seem to be particularly important to him. Later on he again felt that perhaps 
he did have the legal files on Stehlin, and has agreed to get these out and 
make them available to us whenever we desire. We asked if he had a file on 
Weisbrod, he replied no. He stated that he did have a very comprehensive file 
on Kim Roosevelt, and again agreed to make that available to us. I asked Watts 
if he was familiar with the legal counsel retained for in-country work in Iran 
by the name of Dr. Agayan. Bob said that he Indeed was, that Agayan did much 
work at his direction in Iran. He stated he had in his possession the original 
agreement under which Agayan performed his services. I asked if he was aware 
of the $50,000 payment made to Agayan by Page in mid'72, to which he replied 
no. He seemed somewhat surprised by the payment, but went on to state that he 
knows that Agayan has done work at the request of others, and that he often does 
report directly to Page, thus that it is not necessarily unusual. He said he 
is only directly aware with the payments made by Corporate office for Corporate 
office. 

With respect to the 1NTS program. Crim started by asking certain specific 
questions on 1NTS, Watts somewhat interrupted and asked to give a brief overview 
as to his general Involvement in the program. He then went on to recount how he 
had become directly Involved only at the tine when there starred to be apparent 
problems with the program - he would guess this would be in may '70 or *71. 

Even though unclear on the dates, he did feel that this preceded the Ross Miller 
involvement which is in 1972. He thought his involvement was perhaps two years 
after the program really got started - this would appear to put it in the area of 
1971, give or take a few months. He stated he went to Iran following a visit by 



537 


George Gore, wherein Gore had spenc some two weeks trying to ascertain the 
situation In Iran with respect to performance and Page's legal position In 
connection therewith. Gore apparently came back from this two week stint 
saying that in fact there were legal problems on performance, and felt that 
a very in-depth and detailed legal investigation should be made. Again Watts 
pointed out that this was In connection with the performance of the contract, 
not related necessarily to any other legal questions at this time. 

He then stated that as he got Involved In this work, he heard,about 
payments to be made for various agency agreements. He stated that at this 
time he did not necessarily pursue to see to whom these went, what for, etc. 

He just stated that he was given the Impression or was told that the payments 
were made in accordance with certain commitments that had been made by the Con¬ 
sortium to various agents - thus that these payments were required, and were 
made. He then stated that it was not until some time later that he had inquiries 
from Howard Rath with respect to the payments. Rath apparently pursuing the de¬ 
ductibility of certain of these payments for tax purposes. Watts and Rath 
apparently conferred with respect to these matters, and concluded that detailed 
investigationshould be made to the extent practical. As to the detail of these 
payments, ftfelrsaid that much of. this Information is probably hearsay, but that 
he did hear from Rath that it had been Rath's understanding at that time that 
certain of these payments may have been made in cash. Watts went on to recite 
that the balance of the payments he knew went to three groups - Denrees, Prince 
Charam, and to some numbered bank accounts in Switzerland. Rath's major concern 
was of course with respect to the transfer of monies to these numbered accounts. 
Watts was going to Iran, thus working through and in conjunction with the Rath 
investigation, he talked to Jablonski at the Consortium, and got his'story with 
respect to these numbered accounts. A coded message was sent to Rath affirming 
what he had been told. (Reference is made here to a transcript of this coded 
message as recited by in our conference - this should be attached to Ray 

Crira's memo of this subject interview). The thrust of Watt's discussion with 
Jablonski was that Jablonski had in fact gone to Switzerland and opened a numbered 
account, and waited until he was informed that monies had been deposited in 
such account, and then.departed. Watts said he old not know too much of the mech¬ 
anics behind these accounts, or how the money actually got into the numbered acc¬ 
ounts, but assumed this was more or less a Page transaction. He stated again 
that his only involvement was to ascertain through inquiry, whatever facts he 
could to support Rath's position on this matter, or at least to attempt to document 
for the file what had really transpired beforehand. 

We then discussed somewhat the Denrees payment. Watts told me he had 
never met any of the Denrees group, and that again he was not too famlllear with 
what share of the agency fees they were entitled to, etc. He felt that the 
man with the most information with respect to the disposition of the fees, or 
with first hand knowledge as to what they were entitled to, would have to be 
either Jeff Kitchen or Joe Waldschmitt. He said he participated in an interview 
at the Kforthrop Corporate offices with Howard Rath, documenting for the file 
who the Denrees group were, what they had done for the INTS contract, why it 
was a good deductible expense, etc. A copy of this affidavit is in the file of 
Ray Crlm. Basically such affidavit goes on to recite for several pages what the 
Denrees group did, but states among other things that Kitchen does not know who 
Is behind the Denrees group. 



With respect to the payment to Prince Char am, Watts knew even less than 
for Denrees and the nusbered accounts. Inasmuch as he had apparently never been 
involved in the sort of interview or documentation after the fact with respect 
to these payments. He stated he had never met the Prince, but as far as he 
knew, the signed agreement and the apparent propriety of the documentation was 
all that Howard Rath had desired. In response to certain other questions along 
this line. Watts said he had never seen the Denrees agreement until Howard Rath 
showed it to him. 

1 asked as to what Jeff Kitchen's real role In Iran was. He went on to 
recount how Northrop was involved In somewhat of a three-prong business program 

In Iran - namely airport development work, airplane sales, and the INTS program. 

Apparently it was concluded that anln-country talent should be placed there 
permanently, and thus evolved Jeff Kitchen's role. As such, he was apparently 
the "T.V.J. man In Iran.'* Apparently in this role he was responsible for efforts 
on airplane sales, supplementing Lord's airport development work, and of course, 
working on the INTS program with Joe Waldschmltt. Crim pointedly asked as to 
who would be the man to ask as to where the Siemens money finally ended. Watts 
stated that he did not think we would ever be able to find out this answer. He 
then went on to state how he felt this was very similar to a general agency or 
commission agent type role, that they are very instrumental in helping you with 
your work In that country, but how you never really know exactly how they get 
the Job done - nor do you want to know. He points out a very valid legal dif¬ 
ference between knowing perhaps that money is used for an illegal purpose, or 

just surmising It Is. He thinks the proof of the pudding as to whether or not 

the agent Is doing good work. Is in performance. He does not feel In the real 
day to day world, that you need to know necessarily what they do to get the job 
done. He said "you need to find an agent who could do your thing, they won't 
tell you what they did - but you see If they produce." He does not see any 
problem with this from a legal nature, as long as you do not know exactly where 
their money goes. 

Again expanding upon the Siemens payments, he stated his reconstruction 
would be that Siemens came to the Consortium and said that we need the money to 
assure success of the program. Watts would feel that the Consortium accepted 
these payments, undoubtedly relying upon the apparent earlier success of Siemens 
in Iran - they having been in business there for many, many years prior to this 
date. He doubted if Waldschmltt or the Consortium members would quibble over 
an amount such as Siemens was asking for, in light of the overall Importance of 
this program. 

There followed some general discussion with respect to how agreements 
such as this might be controlled. Watts stated that he felt that thef£ CPD #72 
would be a satisfactory control measure if it were followed. Apparently this 
policy which was instituted some year and a half ago, requires that no comm¬ 
ission agent agreements are negotiated in a foreign country, until they have 
gone through an established review procedure. This review procedure entails, 
in addition to review by local counsel, a routing through Corporate office. 

This routing includes Bob Gates (Watts also stating that he thinks that no 
agreements have been approved by Gates within the past year or so without Lloyd's 
specific approval) and to George Gore from a legal review standpoint. Watts 
stated that his responsibility - under Gore - is to in fact perform this review 
function on legality. Watts stated how this legality question Includes (a) is 
it legal as a contract cost, (b) is it legal as a deduction for IRS purposes, 
and (c) is it legal from a very precise point of view. He states that he reviews 
for these questions, reports back to Gates, after which approval then may or 
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may not bo given to the profit center. He feels this is a satisfactory method, 
and saw no reason why It wouldn't work,..given a good opportunity. With respect 
to control over consultants, Watts referred to CPD #10. He felt this needed 
■ore teeth to be really effective, but saw no reason why something such as this 
wouldn't work, again given good opportunity to do so. He did state categorically 
that certain consultants did not flow through the streaa designed by CPD #10. 

These apparently would be those consultants reporting directly to T.V. Jones, 
although Watts did not specifically state this. However, in response to certain 
questions later on, as to certain consultants we knew fit this 'category, 
it was clear that these were the ones which by-passed the stream. He felt 
that all consultant agreements should flow through this same channel, and that 
all consultant agreements should be approved by others in the organisation - 
he saw no reason why this couldn't mechanically be worked without any hardship 
on anyone. He appears to believe very fully in a system of checks and balances, 
does not see his ideas as being revolutionary at all, rather a very simple system 
of cross references and official approvals. Crim told him he would like him 
to get his views with respect to controls jelled, perhaps even reducing this to 
writing if he could, in order that we may make use of it in our final procedural 
recommendations at the conclusion of the investigatory procedures. Watts somewhat 
begged the question, thinking that this would be better covered by George Gore, 
Inasmuch as he is the one really, in a position to understand the whole Corporate 
spectrum, etc. Watts summarized this section by saying that he believed that 
99% of the present problems would have been solved by merely following the 
policy directives which are now in existence. 

The meeting then turned to a discussion of the 10S agreement in Bangkok. 
Again Crim started the discussion by saying that this transaction was continually 
being raised in various interviews, and he would like Watts' opinion as to why 
it has been singled out as a "problem area." Watts proceeded to answer this 
and the same time give a general overview as to his involvement in this trans¬ 
action. He stated that he felt perhaps the main reason for it receiving consid¬ 
erable attention, was that primarily Lord entered into an agreement to pay an 
agency fee without approval by any other senior Northrop officers. He felt 
was the heart of the problem. He also said that he felt there W88 probably much 
animosity betwen the various Corporate officers as regards Lord. Watts then 
went on to describe hew he had spent considerable time and effort on this Bangkok 
project. He was apparently very Instrumental in the negotiation and document 
preparation attempting to get this contract off the ground. He stepped through 
the various Corporate layers that were being developed as a basic structure for 
this contract - stating that these were pretty well his ideas - and he equated 
it more or less to attempting to lead a horse to water. He stated that he felt 
very early in the game, that the subjects being discussed by Lord and the Thai 
government were too broad in regards to possible contingent liabilities to 
Northrop, through NADC. The concept was thus established that a Thai company 
would be formed which would secure a contract from the Thai government, this 
Thai company would then work with NADC (Northrop). However, before this Thai 
company could be a recognized entity to secure financing, make commitments, etc., 
it had to have something concrete. Thus was bom the idea of the original letter 
of Intent to be secured from the Thai government, stating simply that they agreed 
to pursue the concept and agreed to continue negotiations on a subsequent contract. 



It was at about this stage of the negotiations, where Watts learned of 
the commission agreement which was apparently In effect with IOS. He looked 
into this agreement, and found that it was very ambiguous, and that it appeared 
to coriimlt Northrop to total payments aggregating about four million dollars. 

Of this, approximately one million, four hundred thousand would be payable upon 
securing nothing more than this letter of Intent. Watts stated that he met with 
the officials of IOS - and that he pursued with them an alternate course of 
action. Based on his meetings, research into the agreements already in effect, 
he proposed amendments to the agreement which would limit Northrop 1 s exposure 
{Upon signing of the letter of intent} to a fixed sum. No other amount would be 
‘ owed by Northrop unless specific additional matters transpired - such as securing 
an official contract. He stated he made this recommendation to Mr. Lord, and 
Lloyd and Willson who were then in country, and told them they should establish 
an amount which is acceptable for the level of effort expended by IOS to date. 

He stated they came up with the f^ 're of $500,000, which he could not argue with. 
He stated he knew that IOS had spent, ^ome 1 to lh years in around the clock 
efforts on the proposal, negotiations, etc. Although you couldn’t equate this 
half million dollars to a per diem hourly rate which would be reasonable, he 
did not believe that from a business standpoint the half a million dollars was 
unreasonable. He said that he was yery concerned that it limit future obligations 
or contingencies of Northrop which it apparently did do. He thus said that it 
was put on the line as to whether or not the half million dollar was a good 
business decision. He said again that he felt he could live with it, and that it 
was a management decision based on the best available information^thnti ohemld■rnd.. 
He felt there was no question that the half a million dollars was justifiable, 
but said that he didn't know really where it went. Crim asked if he had ever 
heard the comment that Northrop personnel had been asked if they wanted to know 
what the money was going to be used for, and they said no. Watts stated he had 
not heard this, but he was glad^. if this were the case, since management was 
doing what he felt would be prudent under the circumstances. Watts again re¬ 
counted how he felt that the way you have to do business with these agents, was 
to just associate yourself with those with integrity, tell them what your job is, 
and have them do the rest. 

He stated that after these negotiations and discussions in Bangkok with 
IOS, he remained involved in the project, and was continually briefing Willson, 
Gore, Lloyd and Douglas with respect to the status. 

As to why the deal fell through. Watts recounted as to how the negotiations 
dragged on, the government of Thai apparently just not being ready to sign. He 
stated that financing arrangements were being worked on, but this was somewhat 
of a low key priority, primarily under the direction of Willson and Abe Moses 
at NADC. It was only low key Inasmuch as once the contract was signed, there 
were 120 days in which to finalize the financing aspect. He felt the government 
was primarily very sticky on the question of assumption of risk by Northrop, 
pinpointing of liabilities, etc. He stated that at one time. Lord went into 
another meeting with the Thai government by himself, came out and informed 
Watts that he had not made any major concessions or changes, but that he all 
but had an agreement ready for signing. Watts intercepted this documentation, 
reviewed the changes that had in fact been made and agreed to by Lord, and 
contacted the key Corporate officers and expressed his concern. Lord was appar¬ 
ently called to the Corporate office, and some two day meetings were held here 
discussing the various concessions. Apparently" these had to do with assumptions 
of additional risks and liabilities by Northrop. Northrop rejected the Lord 
proposals, and Watts felt the project just basically went downhill from that 



point, never recovering. He stated that finally Northrop withdrew, and thia 
led to really getting out of the whole NADC operation. He further stated that 
he had a lot of faith in the program, and felt that it would have been a very 
interesting and exciting program had it gotten off the ground. 

The meeting was concluded with Watts making certain comments with respect 
to his observations of Northrop personnel with which he had been in contact over 
his ten years here. He said that he believes that the Northrop people have 
the utmost of integrity of any group of individuals he has ever been associated 
with. He stated that he, in his legal capacity, was continually challenging, 
probing, and playing devil*s advocate, but that is how he was satisfied to the 
utmost with everything with which he had been associated. He went on to state 
that he felt if there was any general criticisms, it had to be by people who did 
not think they were involved. He believed that human nature is such that we all 
want to feel that we are in the middle of things, we are part of the team, and 
that we know what's going on. He feels as much as any criticism is a question of 
speculation on the part of many. With that our Interview of this date was con¬ 
cluded. 
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Stahrl W. Edmunds 

Dr. Edmunds is Dean of the. School of Administration at the University of 
California, Riverside and is on call to Dr. Ellet for special projects. He 
was not used at all during 1968, but has recently completed an analysis of 
Latin American countries for Dr. Ellet and Mr. Lord. The statement for 
this study is $900 and will come out'of our 1971 budget. No other require¬ 
ment for his services is forecast at this time for the duration of this year. 

General Hunter Harris 

We will terminate General Harris' contract at the earliest practical time. 

We have not discussed this termination with him to date at the request of 
Mr. Dorsey and Mr. Elder because of sensitivities at CINCPAC and PACAF 
■as well as South Korea and Republic of China with respect to the F5-21 
program. It is our understanding that this has been coordinated with 
Mr. Jones ar.d we will enter into termination discussions as soon as their 
judgements indicate there is no longer sensitivity concerning the F5-21 
program. 

Ray Harvey 

At the present time we have no budgetary requirements for Mr. Harvey's 
services. He is on call to us if the Company needs him. However, there is 
no retainer fee paid. We do not anticipate asking for his services for the 
duration of this Fiscal year, unless some emergency arises which indicates 
our need of his special relationships. 

General Yancey 

General Yancey was engaged as a marketing consultant to primarily assist the 
Ventura Division in support of the SCAD program, as well as tactical recon¬ 
naissance drone activities. For many years General Yancey was deeply 
involved with the DOD Intelligence Agencies and was a reconnaissance 
specialist in the Air Force. He will also be used by the Electronics Division 
in support of the J1FDATS program as it applies to the Air Force reconnaissance 
intelligence missions. 


rmiiiFMftiaip 
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Charles E. Drysdale 


Mr. Drysdale is currently the only consultant being used by Organization 189. 
Since Mr. Drysdale is 66 years old, Mr. Lord arranged that he be used as 
a consultant instead of as a regular Northrop employee. 


,T 


Mr. Drysdale has just retired as District Airport Engineer and as Chief of 
Airports Branch and Airports Division of the FAA in the Western Region. 
Thus, his 30 years of professional engineering experience is being utilized 
in our Puerto Rican and forthcoming airport programs. 


Marshall Gurney 

Mr. Gurney was engaged as a Navy Customer Relations consultant several 
years ago in support of Bob Elder's activities throughout the Company. At 
the time Mr. Elder was transferred to the Office of the President, a decision 
was made not to hire a replacement for him because it was felt that 
Mr. Gurney could handle the requirements. To date this arrangement has 
proven to be completely satisfactory and Mr. Gurney is in constant 
communication with all divisions and subsidiaries handling special requests 
with various parts of the Navy in their interest. Mr. Gurney contributes 
far more of his time to Northrop than specified in his contract at no additional 
costs to the Company. 

General Graves B. Erskine 


General Erskine is being used primarily for special projects in the Far East 
and S. E. Asia. Die to his previous responsibilities in DOD where he assisted 
in establishing the CIA functions in Korea, Taiwan and Thailand he is 
intimately acquainted with all of the senior military and political leaders in 
those countries. At the present time his services are very important to the 
implementation of a Hallicrafters' plan for establishing a manufacturing 
company in Thailand. General Erskine also provides a very sophisticated liaison 
for our Company for highly classified program requirements involving the 
intelligence community of our Government. 

Col S. W, Towle 

Col Towle represents a unique capability to Northrop in terms of descrcet 
liaison with very senior Air Force officers both active and on retired status. 

He is available to the Vice President - ERO and the Office of the President 
for special projects. 


NORYHROP 
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Lt. Gen. Sun Chang 

Upon his request General Chang terminated his agreement with Northrop 
recently due to an assignment of heavy responsibility by the President 
of South Korea. He is still available to us for discreet and informal 
consultation at no cost to Northrop. A decision has been made not to 
replace General Chang at least for the duration of this fiscal year. 

^ H. Moon Chen 

Moon Chen provides customer liaison and support in Northrop's efforts to 
sell the following products to the Nationalist Chinese Government: 

F5-21 

Ventura basic targets 

The sales of these products should amount to several millions of dollars. 

Jn addition, Mr. Chen provides liaison with respect to the F-5 aircraft now 
in service with the Chinese Air Force. He supports Page's efforts with 
respect to communications systems in China, and has been active in efforts 
to get airport business. 

Patrick Timberlake 

1 Pat Timberlake is available on call for specific projects to the Northrop 
Corporation with no retainer fee. We do not anticipate any need for his 
services for the duration of this year. 

Markaylin Consultants, Ltd. (Mark Hubbard ) 

Mr. Hubbard is in a continuing liaison position with Canadian Government 
officials regarding the F-5 license manufacturing program and the use of 
these airplanes by the Canadian Air Force. In addition, he has been active 
in the marketing effort for Ventura drones and is currently involved in the 
sale of Ventura's improved torpedo and Electro-Mechanical's blow-pipe 
programs in Canada. Although the Canadians are not a prime candidate for 
the early phases of the P-530, it is believed that they are a potential customer 
and we have been continuing to have contact with the Canadian Defence Forces 
for this program. 

Mr. Hubbard's consulting fee was reduced by $300 per month effective 
September 1, 1970. 
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AVM I, D. Me Lachlan 


AVM McLachlan has provided contact with top cabinet ministers, government 
officials, business and financial leaders in Australia in the establishment of 
Page Communications Engineers subsidiary and in the current effort to sell 
the P-530 program to the Australian Government. In addition, he is active 
in the Electronics Division's efforts to establish a licensing agreement for 
Airborne Omega. 

The Page and Aircraft business requires constant and continuing liaison with 
various elements of the Australian Government and business community. 
Because of Australia's recent initiated action to replace their Mirage fighter 
aircraft, Northrop's efforts with respect to the P-530 program will be 
accelerating and expanding over the next several months. 


Hermit Roosevelt 


For several years Mr. Roosevelt has provided for Northrop direct highest 
level government liaison in both Iran and Saudi Arabia. He has worked 
primarily in support of the Aircraft Division and Page Communications 
Engineers. He played a very key role as consultant to Mr. Kitchen and 
Mr. Waldschmitt with respect to the INTS program in Iran and presently has 
been requested to support Mr. Kitchen in the very near future on a high level 
visit to Saudi Arabia. He works very closely with the office of the President 
in planning highest level contacts in both countries. 

K. J. B. Maneckji 


India has always been identified as a future potential market and the company 
has felt that a "listening post" was desirable in order to have a first-hand 
appraisal of this area. 

Sarny r Souki 


Mr. Souki provides liaison and contact with the political and military leaders of 
Morocco, Libya, Saudi Arabia, Lebanon and other countries in the Middle East 
for Page, the Aircraft Division, Ventu'ra Division and Hallicrafters. He is 
currently directly involved in implementing programs in Morocco and Saudi 
Arabia. With the identification of new opportunities for Northrop in the Arab 
world, the need for his assistance and counsel should be expanding during the 
coming months. 


fJQJR'O'CJuGi; 
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Societe Worldmarket & Cie 

Mr. W. R. de Ravenel provides coverage with the French military and 
industry environment. The Electronics Division has licenscjagreements 
with French industry which require continuing liaison, and both Electronics 
and Elcctro-Mcchanical Divisions have identified new business opportunities 
which are in the process of being implemented. He also provides a valuable 
"listening post" as to the activities of our French competitors in the aircraft . 
business. 

Chahine Aghayan * 

Although Chahine Aghayan. is a legal consultant for Northrop in Iran a manage¬ 
ment decision was reached last year that he would be carried on the marketing 
budget. With the capture of the INTS contract, his work in support of Northrop 
and Page Communications Engineers has increased to a considerable degree. 
Accordingly, Mr. Kitchen is presently negotiating a new contract with him 
which if successful will charge 50% of his contract to the INTS consortium 
and 25% to both Page and Corporate Marketing. This should reduce our 
budgetary requirements by a considerable degree. 

Gregory Lima 

Mr. Lima is a Public Relations specialist in Iran and is available to Mr. Kitchen 
and Page Communications Engineers for work in their behalf. It is extremely 
important to retain his capability in support of our total Corporate interest in 
Iran as well as specific Public Relations problems associated with the INTS 
program. 

Charles W. Kirkwood 


Charles W. Kirkwood is a legal consultant in Thailand, but due to his long 
experience in country he acts in a much broader role for Northrop. At the 
present lime he is intimately involved in all of the planning for'establishing 
a joint venture manufacturing company in Thailand for Hallicraftcrs. He is 
also available for counsel on high level relations in support of the Aircraft 
Division interest in Thailand. 


Frank S. Percgo* 
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IMi 


The attached schedule represents our current information concerning 
contracts with consultants in your particular area of interest. 


The following information is necessary for the FY 1971 Corporate Office 
budget submission to the President. We need this information for each 
name on the list. 


1. Justification for continuation of the contract. 

2. Probable budget required for the year. (This includes fees, and 
• expenses.) 

Please reply by 18 August 1970. 


JDW:cm 

Attachment 



J. D. Willson 
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CONSULTANT CONTRACTS 
TERMINATION TERMS 


Consultant's Name 


Chase Bank & f oe&t'fa*y\ 
Madame Claire Chennault Js ' t ‘ v 
Frank J. DcFrancisj^-YifVCw ^ 
J. Gerritsen ? (,y} 

Richard E. Horner — » •« 

E. Krafve <i* * * ' 


Contract Dates 


11/1/69-10/31/70 

3/20/69-3/19/73 

7/1/67-6/30/72 

8/16/70-8/15/71 

1/16/70-11/4/70 


Notice 

Required 


Manufacturers Hanover Trust txo t 

*bert R. Miller 5 


None 

60 days notice 
Any time 


/70-7/31/71 


Hichard Nolan :r f; , 6/^7^31/7' 

Poland Richards.,.. "* 

3. L. Sommer fit Associates / 3/1/69-2/28/71 

Paul Stehlin W * 4/1/70-3/31/71 
•Yilliam Thybony 12/10/69-Continuing 


90 days notice 
90 days notice 

90 days notice 
Any time 
15 days notice 

V'tCO'ididkQ 


Amount 

Required 



jf 


y 70 f 0 


xjM 
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Nm Ihrop C ot portion, CofpOf*tc 01. . 

1100 CofUucy Poik Eoti. Lot Ai*«lc«, CA *00*7 

To: X. E, John* 


< • 


to itpk to: 


Fiom: 


M 

I 

R. B, Watt*, Jr. 


ti*)octo Consulting Agrecmcnt/General Bernard A. Schriovor a#to! February 21, 1971 

- Copt**: _ Pol: 

W. Gurnee 


General Schriever's Agreement, cgvers a period of throb years from 
{August 1 , 1972 th rough July_31,_ 19757 

Article 4(a) of the Agreement state* that ho will be paid a fee ofi$60(T) 
per day, with the understanding and agreement that he will devote a 
minimum of two days a month to our work. Additionally, he will be 
reimbursed for expenses he incurs incident to the performance of hi* 
consulting services* 

Article 5 and Article 6 provide that he is to render monthly certified 
invoices to receive payment for hU professional fee and reimbursement 
for his expenses. 

Due to the nature of his services and accounting peculiarities as explained 
in his letter of February 2, 1973, it has been orally agreed upon between 
Mr. Jones and General Schriever that the above invoice formalities may 
be waived. Therefore, Accounting is herewith authorized and directed 
to offect reimbursements to General Schriever based upon his letter 
submissions so long as each such letter submission is approved for 
payment either by Mr. Jones or Mr. Douglas. 



Robert B. Watts, Jr. 
Associate General Counsel 

APPROVED: 

George F, Douglas 


KtStiTOKtSS* 
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, *; Memorandum W 

NtMlhrop Cofpnolion. Corporate OffJct 
1900 Century Park C*st, Lot Angclct. CA 90007 

Tw ‘ Those Noted Below 

,* • •• ■ 

•eft Corporate Consulting Agreements 

4«$i 



9a Ain (4. 

• ' .. 

ROMS 

R. B, Watts, 

D*to: 

May 4, 1973 

' lull 



1 . 


Z. 


3. 


4. 


5. 


Legal Department 
Corporate Accounting 
Department head of the organization that requested the consultant. 
Air Force Plant Representative/Contracting Officer ’ 

G, C. Gartland (Security) ~ * 



If a foreign consultant is involved that was not originated by the Vice President 
International, the Legal Department Will advise him that a consultant has been 
retained, his name, business address, and the country in which he will be 
performing consulting services. 


All consulting agreements originated by the President's Office or that involve 
consultants who report directly to the President shall automatically be treated 
as sensitive. 


If any other consulting agreements arc considered to be sensitive, the orig¬ 
inating organization or the Office of the Senior Vice President - Administration 
should inform the Legal Department of this circumstance so that the concerned 
agreement can be appropriately designated and handled. 


RBW:sr 






Robert B, Watts, Jr. 
Associate General Counsel 


Those Noted: 

T. V. Jones/W. H. Gurnee 

R. M. Dctmcrs A. E, Johns 

G. F. Douglas 

G. C. Gartland i 

<J. R. Gates 

G. Gore , 

KBE&HftOP ’ v 
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22*™5S P STANDARD PRACTICE PROCEDURE 

AW*A RiMm \ 

urns:- 

2-2.8 

SASC 

SUBJECT: FQREIGN CONSULTANTS 

1 DP 2 

CPPICTIVC — 

26 June 1973 

supcmcoei 

21 Marcel 972 


♦Denotes Revision 


I. PURPOSE 

To provide the procedure for using local consultants or agents in support 
of Aircraft Division international marketing activities in customer nations. 

II. GENERAL 

A. Refer to CPD 22 for final approval requirements and CPD 42 for recom¬ 
mended consultant/agent qualifications! preferred arrangement for 
remuneration! and coordination requirements. 

* B. Contact (written or oral) with any foreign consultant pertaining to 

contract or financial matters will be made only by the Vice President. 
Contracts and Pricing, or with his express prior approval. 

III. PROCEDURE 

A. Customer Requirements 

1. Identify need for use of local resident services and define appli¬ 
cable requirements. 

2. Notify Northrop International of requirements and coordinate 
selection of consultant/agent services with Northrop Inter¬ 
national. 

* 3, Develop the proposed fee and payment schedule in conjunction 

with Contracts and Pricing. 

4. Obtain General Manager and Northrop International approval 
as required. ^ 

* 5. Advise the Division General Counsel of the approved require¬ 

ments. Use format shown In SPP Attachment 2-2. 8. 1. 

B. Division General Counsel 

* Draft contract /agreement (including renewals, changes or termination 
notices, as required) for foreign consultant/agent services based on 
approved requirements defined by Customer Requirements. Furnish 
draft contract/agreement to Contracts and Pricing. 


(Continued) 
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SPP 2-fc. 8 
Page 2 


in. PROCEDURE (Continued) 

C. Contracts and Pricing 

* 1. Negotiate, in concert with Customer Requirements, the 

contract/agreement for the applicable services. Obtain 
prior approval of Division General Counsel for any proposed 
changes to the terms and conditions of the agreement. 

2. Negotiate recovery of foreign con suit ant/agent service costs. 

* 3. Administer the terms and conditions of the contract/agreement. 

* 4. Distribute signed agreements as appropriate. 

D. Finance 

1, Issue payment for foreign consult ant/agent services in 
accordance with the payment schedule negotiated for the 
services, or in accordance with invoices approved by the 
responsible member of the Executive Council. 

* 2* Provide the Vice President, Contracts and Pricing with 

copies of all checks, or other payment forms, issued to 
foreign consultants; also a monthly summary of all 
payments, listing each consultant separately until he has 
been paid in full. 

IV. REFERENCES 

CPD 22, "Levels of Commitment Authority" 

CPD 42, "Foreign Consultants" 

SPP Attachment 2-2. 8.1, "Foreign Consultant Agreement Request Format" 


ISSUED BY 

MANAGEMENT SERVICES 
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NORTHROP 


Corporate Policy Directive 


M**. FOREIGN AGENCY AGREEMENTS - * 

CONTINGENT FEES 

No: 

CPD No. 72 


fast: 

1 of 2 


D#W: 

1 June 1973 


I. POLICY 

A. The general policy of the Company ia not to engage agents on a 
co mmissio n, percentage, contingent, brokerage or similar fee 
basis for other than normal sales of commercial products. In 
the unusual situations where it is deemed necessary and in the 
best interests of the Company to engage agents on such a basis, 
the subsequent provisions of this Directive shall be strictly 
followed.' 

B. | A.dy.ance. payments to such agents shall not be made nor shall 
I the agent be paid in full before the work of the Company has 

I been completed and the Company fully paid. Therefore, unless 
prior approval of the Corporate Office is obtained (see II-A 
below), the times when the agent is paid and the amounts of each 
payment shall be fixed so that he will be paid only as the Company 
is paid and in the same ratio as the Company is paid. 

C. When procurements by the United States Government are involved, 
for services or supplies for foreign governments as well as the 
United States Government, careful attention should be given to 
ASPR 1-500 through 1-505, and ASPR 15-205. 37, concerning 
contingent fees; ASPR 6-705. 3, ''Pricing Procurements for 
Foreign Military Sales"; and ASPR 7-103.20, "Covenant Against 
Contingent Fees." No arrangement may be made which would 
violate the applicable requirements or jeopardise the allowance 

of the agent's fees as costs. 

D. No arrangement may be made which would jeopardize deduction 

of the agent's fees for Federal income tax purposes (see Corporate 
Finance Manual, 2-908). 
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CPD No. 72 
Page 2 of 2 
1 June 1973 


£. The originating entity shall investigate to make certain that 
appointment of the agent proposed *by it will not conflict with 
or duplicate services being procured by other entities of the 
Company, and that the fees proposed are generally consistent 
with the fees paid by it or other entities of the Company for 
similar services, 

F. Agreements with such agents shall be approved as to form by 
legal counsel for the originating entity. 

d*? II. RESPONSIBILITIES 


A. All agreements with such agents shall be submitted to the 
Vice President - Northrop International for his approval 
and shall not be executed and delivered before he approves. 

B. It shall be the responsibility of the originating entity to submit 
for approval agreements that comply in all respects with the 
policies stated in Section I above or to point out to the Vice 
President - Northrop International any deviation from such 
policies. 


C. 


The Senior Vice President - Finance shall ensure that adequate 
financial procedures and controls are established between the 
Corporate Office and the originating Division or Subsidiary to 
ensure the proper payment, recording, and financial handling 
of all such agreements in accordance with CFM No. 2-908. 




Thomas V. Jones 
President 


Applicable To: 
Corporate Office 
All Divisions 
All Subsidiaries 
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NORTHROP 


Corporate Rnance Manual 


SubiKt: FOREIGN AGENCY AGREEMENTS - , 

No: 

CFM No. 2 

CONTINGENT FEES 


1 of 2 

- 

Oat*: 

1 June 1973 


I. POLICY 


A. CPD No. 72 requires that all agreements to engage foreign agents 
on a commission, percentage, contingent, brokerage, or similar 
fee basis, be approved by the Vice President - Northrop Interna¬ 
tional; and that the Senior Vice President - Finance ensure that 
adequate financial procedures and controls are established between 
the Corporate Office and the originating Division or Subsidiary 
to ensure the proper payment, recording, and financial handling 
of all such agreements. 


B. CPD No. 72 also provides that no arrangement may be made which 
would jeopardize allowance of the agent's costs by the Government 
(when procurements by the U. S. Government are involved) nor 
jeopardize deduction of the agent's fees for Federal income tax 
purposes. 


II. RESPONSIBILITIES 


A. Prior to approval of foreign agent agreements, the Vice President 
Northrop International will send a copy of the proposed agreement 
to the Vice President - Controller. In conjunction with the 
Corporate Director - Tax Administration and the Corporate 
Director - Accounting, the Vice President - Controller shall 
review the agreement to determine whether the agreement con¬ 
forms to: 

1. ASPR 1-500 through 1-505, and ASPR 15-205.37, concern¬ 
ing contingent fees; ASPR 6-705. 3, "Pricing Procurements 
for Foreign Military Sales"; and ASPR 7-103.20, "Covenant 
Against Contingent Fees. " 
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CFM No. 2-908 
Page Z of Z 
1 June 1973 


Z. Applicable Internal Revenue Service codes with regard to 
allowability for Federal income tax purposes. 

On conclusion of the determination, the Vice President - Controller 
will advise the Vice President - Northrop International of his 
findings. 

B. On approval of the agreement, the Vice President - Controller will 
coordinate with the Chief Financial Officer of the applicable Division 
or Subsidiary regarding payment, recording, and financial handling 
of the agreement. 


# # # 
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.ubj«i. 1972 Cosls Considered Unallowable by DCAA 

rtHo: B. Campbell / ^ ^ 

K. JL». Mars 


Te . J. D. Willson 


' S' 


my 

in reply rd*r lo: 

From: A, E. Johns 
D*»: 6 May 1974 

R*f: 


DCAA completed its review of 1972 corporate expenses in December 1973. 

At the conclusion of that review $871, 000 was considered unallowable by 
DCAA. The procedure which they will follow is to issue a DCAA Form No. 1 
formally declaring the costs unallowable. When wc get the Form 1 we have 
30 days to reject their findings and appeal to the CACO (Murphy) for resolu¬ 
tion. To dale (after 5 months) we have not received the Form 1, but I under¬ 
stand we will receive it shortly. 


Following is a summary of the make up of the questioned costs. 


1. Consulting fees and expenses ($ thousands): 


Furadvice 

Wilco 

Roosevelt 

De Francis 

Savy 

Wilson 

Strickland 

Walker 

O'Rourke 

Mc.Lachlan 

Gurney 

Chennault 

Krafve 

Towle 

World Market 
Chen 

Weissenbach & Neutra 
Harris 


$120 

60 

60 

56 

23 

21 

20 

18 

12 

12 

11 

11 

10 

10 

8 

6 

2 



Colonna's tax consultant 1 

Miscellaneous from Baihlc (Bangkok)_lJ7 $504 


"/j*J*' •" ^ ^ 


JK- • / st 3 S s’ • 


>*7 




' /"•«' /sf'SC S’ '• / 4 / / ■'// 

v* v/>//V'«Vf 

/ «. //,< 'C v * tj 


59-120 0 - 76 - 36 
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J.D. Willson 

1972 Costs Considered Unallowable by DCAA 


2. Corporate aircraft (flights considered unsupported 
or related to noncompany business). 

3. Public relations (disallowance based on theory that 
32% of public relations costs are corollary advertising 
costs. We have offered 4% or $14K). 

4. Legal fees: 

Miller & Chevalier - Hague 



advertising case research 

O'Melvney Si Myers: 

$ 8 



S-8 filing 

Anti-trust case 

3 



(Aircraft Mfgrs. Assn) 

3 



Federal income taxes 

_1 _ 

15 

5. 

Industrial associates payments (Stanford and SAE) 

14 

6 . 

Costs related to registered securities - 
stock options, etc. 

transfer fees, 

12 

7. 

Dues and membership 


6 

8 . 

Capabilities brochure 


_2 




6 May 1974 
Page Two 

$208 

no 



AEJ:lc 
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To: 


♦Distribution 




ivbjjtct: 

Copl«»: 


Reporting of Business Conference and 
Entertainment Expenses 


rco«: C. R. Gates 
0o»o: 11 January 1972 

Hoi: 


In order to clear up any confusion that may exist concerning the method of 
reporting and justifying subject expenses involving bb^S. Government 
employees or military personnel, the following is^intended-to-darify the 
accepted procedures. _ 

In 1961, DOD issued Directive 5500. 7 concerning gratuities and "entertain¬ 
ment" of DOD personnel whether civilian or military. The restrictions 
were quite severe and resulted in our use of "Northrop Private" in connection 
with business conference or entertainment expense considered to be desirable 
for such personnel by the Northrop employee involved. Such expenses were 
not allowable under the ASPR. Since that time, the strict application of • 
Directive 5500. 7 has been relaxed somewhat. 


Now, U. S. military personnel on foreign assignment such as attaches, MAAG 
staff and related U. S. agencies assume diplomatic status and are excl uded 
from certain provisions of 5500. 7. Such ex pense s arc.now^ll owa ble as long 
as the purpose, place and attendee s arc identified andjvrs "reasonable." The 
purpose of the expense should relate to a Northrop marketing objective. Thus 
business conference expense for such U. S. personnel no longer requires the 
use of "Northrop Private" to avoid identification, 

. I Entertainment expense, in any form, is an unallowable cost for POD, but, if 
I identified, and rot excessive, is allowed fov Federal Income Tax purpose. - . 

1 Thus, the U. S. foreign assigned personnel should be identified by names, 
titles and the reason staled on Form C-18B, just as in the ease of C-lSA. 
There may be unique occasions when for some reason you do not wish to 
Identify a person being entertained; but remember, such expenses. wil* no! be 
allowable business expense under either DOD or IRS regulations. If you. iVol 
the expense is justified and reimbu'r:.cable, identify the person on a separate 
slip of paper clipped to the expense report. 


We wish to strictly observe all rules and regulations; however, due lo lad; of 
clarity in our understanding, some of us may he overly vising "Northrop 
Private 1 ' and thus incurring costs that are not allowable expenses, in Ike eyes 
of lOD and JR?I. 


Best Available Copy 
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C*M« 


* Di otributlon 

Reporting of Business Conference and 
Entertainment Expenses 

- 2 - 


o»u: 11 January 

lUfs 


One last point on the distinction between "business conference" and "entertain¬ 
ment." "Entertainment" is a social gathering where wives arc in attendance 
or is of a context where no business discussion takes place. Such expense is 
allowable by IRS if the entertainment follows or precedes an associated busi¬ 
ness discussion. In this case, full details must be shown on Form C-18B 
concerning the identity of persons, place and the associated business discussion. 


CRC:bjb 



* 

M, Alonso 
J» Bailhc 
W. Byers 
L. Chapman 
R. Clark 
E. Daly 
R. Elder 
C. Gcranopoulos 
T. McDougall 
G. Parsons 
Y. A. Pitts 
R. G. Rogan 
W. Rothwcll 
W. Weir 
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I 

w. iiumon 


January 1972 


Early this month Corporate Policy Directive #3, Travel Allowances, 
was revised. 

You will notice that II. C. indicates that expense reports for Subsidiary 
Presidents, Division General Managers, and other Corporate Officers, 
must be approved by the President, or in his absence, a Senior Vice 
President. 

This is being called to your attention so that you will be sure to have 
proper authority for disbursement. 


JDW/nik 



♦Aircraft Division 
Electro-Mechanical Division 
Electronics Division 
Ventura Division 
George A. Fuller Company 
Northrop Airport Development Corporation 
Northrop Architectural Systems 
Page Communications Engineers, Inc. 

The Hallicraftcrs Co. 



MGriVHOTP 



562 


„ C 


/ . .. , ( , ,V .. V 

Memorandum o 

NofUwop C<t potation, Corper*to Ollte# 

1100 C**iwt r I'.tik Eml, Los Angeles. CA 90007 


6A Expense Reviev Porter and Oataa 
r~ ** 

Oo£IH£pP Cb?i>t><?<ntoO 
tefloer reatooets 
,al%»h% 


O 



t% 




To: 


Jo»« Dorsoy 


A* X. Johns 


sonmu Iodise REPoarJ 


u Jmo X971 


Copi««: FllO 

1 


Ref: 


Xu cut effort Co improve our btrcdca negotiation position with the* Defense 
Contract Audit .vguncy (DCaa), ve have established the following guidelines 
for identifying business coaiorenees end entertainment expense ou coployco 
expense roportex 

l, Duslness Conferences - If ot oil possible, classify meetings 
oo bualnoss conferences* Effective Immediately, do not report 
my HortHrop Private rwetlnq ea a busltrees conference, :»ll 
Hotthrop Private should be reported as entertainment. 

2# Entertainment - ell itorthrop Private meetings at noted above 
nro to be does if led es entertainment. 

3. Uorthrop Private - th« Northrop Prlvota class If lent ion is to 
iocluda only nilltory pcxoounol attached to 0* .»• units. 

ILvAO attaches and embassy people located in foroign countries 
oro not considered acolnncd to U. '• units, !•*«, they ore 
not to be classified Northrop private. 

Vo would appreciate your advising us If you hove soy questions or problems 
In following tha'above guidelines. 


A* B* Johns, Director 
Corporate Accounting 
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r. !r/fvr her*. A/ A"*' &»cj A f . / C.'»}**, 

FRANK 0. DE FRANCIS */***"' 


ACTIVITY 

Mr. Oe Francis advises and counsels the Northrop Corporation In Its 
International dealings around the world, but most specifically, the relation¬ 
ship with Western Germany. Because of the relationship of West Germany as a 
P<trt of the European community and NATO, he has been concerned with other 
countries of NATO as they relate to activities In Germany or with programs 
that are common with Germany. His activities have centered on Northrop's 
efforts to establish a.market for the F-5 aircraft In Germany and Europe, an 
Improved version of the F-5, the F-5-21, which later became the F-5E, through 
-efforts In Europe and the establishment of a -530 program through efforts In 
Germany and Europe. 

CMr. De Francis was Initially retained to fill a requirement for better 
access to and knowledge about the policy levels within the German Government. 

The need for this coverage became clear In 196$ when 1 was visited by a high 
official of the German Defense Department, accompanied by a member of the 
/U. S. State Department, and they Informed me that Investigations In Germany 
v on their procurement practices had Indicated that Northrop was being put at a 
disadvantage over other American competitors through Illegal activities and 
Influences on the part of others. The purpose of the visit was to Insure me 
that they had complete evidence of this keeping of Northrop from obtaining 
business.? I Mas not being visited to provide further evidence, but the pur¬ 
pose of the visit was to Inform me that the Federal Republic of Germany did 
think highly of Northrop's capabilities and had a desire to do business with 
Northrop on a normal basis without prejudice, and if In the future 1 felt In 
any way that Northrop was being Inhibited In Its ability to compete In Germany, 

I was to Inform the Staats Minister (Under Secretary of Defense), and they 
would take action to Insure that fair treatment was g1ven^_Dur1ng the visit 
they stated rather directly they were surprised that we faffe not more knowl¬ 
edgeable than we were In our relationships with the German Government In the 
procurement areas; the Implication being quite clear that the office wasn't 
doing Its job. They further stated that we did have a very good rapport in 
. the military and technical areas, but we seemed to lack knowledge of the other 
Areas Important to the acceptance of our offerings. 

This visit merely highlighted a concern that we had had since 1959 when 
we lost out to the Lockheed Corporation -104 program when we were offering the 
-1S6 airplane which later became the F-5. In that case, 1 was told by the 
Chief of the Air Force and Secretary of Defense Mr. Strauss that they preferred 
the N-156 over the -104. However, the lack of broad support of our -156, both 
within the United States and Germany, made It difficult for them to make such J 
t selection. After this visit. It seemed clear then, we had to reassess the i 
way we approached our contacts In Germany, that our office which had a German ' 
national as head of It, an assistant, plus a German secretary, costing us 
around $100,000 a year, wasn't doing the job for us. 1 discussed the need, 
then, for a new approach In Germany and better access across the board In our 
marketing meetings at Corporate level. 
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Frank 0. De Francis (continued) 


Mr. De Francis has worked with several parts of the Northrop organization 
from time to time. His primary means of communication is between himself and 
the President, most of them being by telephone, as much as an hour or so a day, 
formulating plans of action on the F-5 program and the -530 program, during 
periods of Intense activity; then In carrying out such plans on his side 
within the German Government. 

COMMENTS 

Mr. De Francis' capabilities are unique, providing to Northrop upon his 
hire the understanding cf the German policy intentions important to defense 
programs and specifically the aircraft programs of interest to Northrop, and 
also the ability to analyze and develop a plan of action in consonance with 
those policies and U. S. policies; also an ability 'when required to hold 
first-hand discussions with the principals at a policy level Involved within 
Germany. We thus achieved the balance in our relationships with Germany that 
was required. (Northrop had already achieved a higher level contact and 
acceptance within'technical, military and defense department areas of Germany. 
Mr. De Francis did not concern himself with these areas.) 

While Mr. De Francis did help from time to time with Important other 
sales efforts in Iran, .Indonesia and several other countries, his major con¬ 
tributions have been in the development of oUr Important overseas aircraft 
programs that are key to Northrop's success. Also, Mr. De Francis' knowledge 
of the U. S. Government, especially the Congress that have the interest in 
U. S. overseas relationships, has been invaluable such that in one man we 
have both the ability to understand Germany and the European countries and, 
at the same time, have the ability to understand the U. S. relationship to 
those countries. -This combination of capabilities has been valuable to 
Northrop in its work. 


y* 
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Fr ank J. De Francis (continued) 


In the -530 program, It was through Hr. De Francis' consultations and 
' direct efforts that the German Government became interested in participation 
In supporting as a matter of their own national policy the smaller countries 
of NATO, Belgium, Holland, etc., culminating in a letter offer being made 
(sensitive) from the German Minister to the Dutch Minister that the German 
Government would contribute $50 million to the first phase of the development 
of the -530 if the Dutch and other countries chose it for re-equipment. 
Unfortunately, this offer (in 1971) was not able to be accepted by the Dutch, 
even though they had desired to go ahead with the -530, because tho>Dutch 
Government fell, and by the time the new Dutch Government was established and 
. they wished Germany to reinstitute Its offer, Germany, for Internal policy* 
reasons, was unable to do so. 

Further, Mr. De Francis was very Instrumental in working again with the 
Foreign and Economic Ministries within Germany in getting acceptance of the 
German support of the P-530 In development as part of the off-set discussions 
between the Federal Republic of Germany and the United States. Once again, 
for Internal U. S. reasons, not German, this did not come to fruition. It 
did provide the basis for a development of the -530 package proposals to the 
other countries of NATO with lateral encouragement from Germany that had led 
to the recent decisions of Belgium, Holland, Norway and Denmark to make the 
decision within their parliaments to replace their aging -104*s and has re¬ 
sulted In the recent visit to the United States of the multinational team that 
arrived In the United States In June to consider the selection of an American 
aircraft for the re-equipment of their air forces. 

It was the development of the P-530 concept within Europe and the 
deflnltlzing of it as our P-530 proposal that led to the airplane configuration 
that was selected by the U. S. Air Force In 1971, along with General Dynamics, 
for the YF-17 and YF-16 aircraft which are now flying at Edwards Air Force 
Base with the U. S. announced Intention to procure 600 of these aircraft for 
U. S. Forces. The value of this program to Northrop within NATO and to third 
countries can amount to $7 to $15 billion over a period of 20 years. The work 
of Northrop In Europe, with the assistance of Mr. De Francis back in 1967, 
clearly was the genesis of this aircraft program offering such a potential to 
Northrop. 

QUALIFICATIONS 

Mr. De Francis Is a graduate of Georgetown University Law School and has 
been practicing law in Washington, D. C., as a member of the bar for the last 
23 years, specializing In International and corporate law. In this capacity, 
he has served many first-line U. S. and European companies, especially German, 
In addition, he has been the U. S. Legal Counsel to the Federal Republic of / 
Germany through Its Embassy in Washington for the past 20 years. He was L r 
Counsel for the Italian Government for 4 years In the middle '60's, and a 
time, to my knowledge, was-the only legal representative of two major p / 

In Washington. He terminated his representation of Italy when a conf T 
Interest between Italy and Germany arose. He has represented the Ar 
meat Interests In the U. S. He has represented, through an Indust 
elation, the German steel and chemical company interests concern' 
divestiture of assets In the United States during World War II - + 

over $200 million. 



570 


^ ^kEHORAMDOM OF DISCUSSIONS WITH MR. DE FRANCIS BY MESSRS. CMH AND DEVOS 

September 9, 1974 

This memorandum is being dictated by Messrs. Crlm sod deVos oa the mo ruing 
(September 10) following our (and Falkanhagen'a) maeting with Mr. Frank D« Franc la In 
W as hi ngton ths previous day (September 9, 1974). Ths nsatlng with Mr. DeFraads bag an 
st 11 a.n. sad las tad through, lunch and up until approxlsataly 7 p.m, In addition to 
Messrs. Crlm, DeVos sad Falksnhagan sttsnding ths nsatlng with Mr. DsFrsncls, Mr. Howard 
Villons also ‘Splnsd ths group around 11:10 and loft at approxlsataly 5:00 p.a. Mr. 
Fa lksnh agan loft shortly altar 6:00 p.n. 

Vs bsgaa ths nsatlng by sxplaining ths purpose of our visit which was to 
obtain infornatloa regarding the use of consultants, agents, etc; by Northrop. Mr. 
DsFrsncls inquired as to what Fries Waterhouse role was in ths inquiry and this was 
explained to hln. Ms also inquired as to ths reason for Mr. Olaf Falksnhagan being 
there. He was apparently concerned sonswhat .about Olaf'a German accent and had not 
known of his attending ths .nesting when ths arrangenents were Initially nsds. 

We asked Mr.- DeFraads to be as candid with us as possible and if at any 
point he felt that tbs' exercise of the attorney-client privilege was in order to let 
,ua know when he was doing, so. He agreed to follow this procedure and said that there 
would undoubtedly be sons areas where he would not want to disclose natters. Mr. De 
Francis Indicated, however, that this would undoubtedly be a quite rare situation and 
would be those instances where his other clients' affairs were involved. (In reflecting 
on whet was said we don't recall any significant instance where failed to answer the 
questions.) 

Mr. DeFraads is a person of nediun build, sonswhat stocky in appearance 
sad is approximately forty-five to fifty years of age. He said that he had repre¬ 
sented the German government for approximately twenty-two years. He talked at length 
about his having grown up with the German government from the time when it was an 
occupied country to date. 0e said that he became involved with the German Embassy 
natters through a Georgetown law professor who was of Carman extraction and arranged 
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Hr. DaPrancls said Northrop was the only Anar Icon client that ho has ovor 
represented In Go many. /?. 

Ha repeated again tho fact that ho had gro%m up and developed with tho Goman 
government as It had grown and developed. He made reference to the handling of a 
""property acquisition for then In Virginia during the “Bay of Pigs'' Incident. His 
at with the description of the property transactions seemed to be that he had an 
. opportunity to buy. this property later at what he considered to be a real "bargain 
price" but refrained from doing so because of his "high ethical standards." Ha 
indicated that in connection with the bargain price he would still have paid store 
than had baen offered by the highest biddar on the property; but still thought this 
.was lnproper for him to do. 

He said that he was approached by Northrop and in effect "chose Northrop" 
not the other way around. He pointed out that he had two brothers-in-law who worked 
for Northrop, He Indicated they were working for Northrop before he was engaged 
by the Northrop organization in 1967. He said that his relationship with Northrop 
had always been quite personal. He used the "personal" type relationship on several 
occasions and said that he was surprised that Jones didn't come to him when he got 
into problems with the illegal political contributions since he could presumably 
have helped him and said that was what he was being paid to do. 

He said that Messrs. Holcombe and Lord (and possibly Joaes) of Northrop 
came to see him. They indicated they could not get to first base in Germany. 

They explained the Northrop concept for manufacturing airplanas which he liked. 

His explanation of the Northrop concept was that the airplanes* would be smaller, 
less sophisticated, would be developed from one generation to another, and would 
ba produced in the European countries as much as possible rsther than entirely 
in U. S. plants, in talking about the family of airplanes he made reference to 
the graduated developuent from the F-5 to the F-5-B to the P-5-30 which became the 
YF-17. He pointed out that the F-104 (Starfighter) which was being used by moat 
European countries, including Germany, was too sophisticated. He said that Germany 
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had lost approximately one-third of its F-104 fleet due to M pllot error." He vent 
on to say that he understood that there had been approximately 110 F-104* s that had 
been lost in the manner just described and that he had been against the ac ( ulsltion 
of the 104*s from the beginning since he felt they were too sophisticated; but, 
he said, he had never taken a position with the German government on this matter. 

Hr. DeFrancls said that he cleared his representation of Northrop wirh the 
German government. He said that this "clearance" had been with the Minister of Finance, 
the Ministry of Defense, the Chancellor, and the Minister of Foreign Affairs. The 
clearances he said were "oral" and never reduced to writing. 

Mr. DeFrancls said that because he was not a "sales representative" he was 
not subject to the Strauss act. He made reference to the fact that Willens would know 
what he meant and said that his actions were voluntary because of the type of relation¬ 
ship he had with Northrop and were not as a result of being required disclohut is 
under the Strauss act. -He also, upon questioning by Falkenhagen, said that he did 
not receive a commission and therefore was not the type of sales representative that 
would require registration with the German government. (Note - This may not be 
entirely correct since at least from Sept. 22, 1969, and perhaps as early as 1967, 

he had an agreement which apparently would have resulted In his receiving commissions, 

♦ 

which were baaed on sales. In this connection it is noted that when talking about 
the commission or sales agent status, Mr. DeFrancls did not make any reference to 
the existence of the 9-22-69 agreement. This did not occur until after lunch. It 
ajtould also be noted that as'far as we have been able to determine he never did re¬ 
ceive any payments under that agreement but the potential for them did exist.) 

He did make reference to the fact that there was a sales representative for 
Northrop in Germany. This was a General Galland (a former chief of the German 
Luftwaffe). He made the cosnant at some point that General Galland was phased out. 

He said that he had learned that he was also employed by United Aircraft, who had 
conflicting interests. He, in this connection, made several references to the fact 
that he felt Northrop's international staff was quite weak and- in talking about this 
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Indicated his remarks should be understood as being limited to people no longer 
with the Northrop organization. (Later, DeFrancis cemented on the disappointing 
results of Northrop's efforts in Indonesia, the commodity credit deal, the possible 
joint ventures with Siemens, etc.) 

We next got into the subject of the contract arrangements which he had with 
Northrop* We were particularly Interested in the current 15-year $100,000 contract. 

Mr. DeFrancis said that in 1969 after his two-year, $50,000/year contract had about 
run its course, Mr. Jones came to him (DeFrancis) and offered him a two-year $100,000 
Contract. DeFrancis said that he turned this down because of his own personal tax 
situation and indicated that he was more desirous of a longer four-year deal. As a 
result he said he got the four-year $50,000/year contract. We then went to the 
subject of the 1973 (15-year $100,000/year ) contract. This took a considerable 
amount of discussion by DeFrancis to get to the specifics and it seemed that he, was 
"rambling" but he indicated that thought this was important so we would gee the 
full background of his arrangements with Northrop. At this point he went into a 
discussion of the fact that he felt the free world needed to replace the F-104's; 
that the P-5-30 '(YF-17) and the Mirage were the only real possibilities and thus 
he felt he would be serving both clients - Northrop and Germany by entering into 
the long-term contract with Northrop. He talked at length about the MEGA (which is 
a multi-national development sponsored by the British in which German is Involved) 
and quoted from the recent (August 28, 1974) article in the International llerald 
Tribune dealing with the YF-17, the YF-16 and the Mirage and read several paragraphs 
from that although we told him we had already seen it. Be then said that he had 
done considerable work in the area of the "offset or balance of payments situation." 
This, from several comments, appeared Jto be the most sensitive area of Mr. DeFrancis' 
discussions. He made reference to the fact that he did not want to get into certain 
aspects of the background of this. However, he. did refer to a proposed German agree¬ 
ment to provide substantial money for the development of the P-5-30. He made reference 
to an offer of $60 to $100 million of assistance on this program. He said that in 
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his opinion he had never been fully recognized by Jones (or Northrop) for his efforts 
in this "offset-balance of payments" situation. He said It occurred in the 1971-72 
period, (thus it was in the middle of the four-year 150,000/year contract). Mr. DeFran< 
said that he felt that his efforts in obtaining the German support for the P-5-30 
program were not contemplated by the four-year $50,000 contract and that he had a 
number of discussions with Mr. Jones concerning additional fees(which ha referred to 
on occasion as "hassles") about the subject. He said that this whole program had the 
potential of something between two and twenty billion dollars in its final sales po¬ 
tential. Mr. DeFrancls indicated that the Company did not see see fit to pay him 
for the extra effort and the results obtained by him in the German willingness to prov 
the support for the'P-5-30, which for other reasons (not because of something that 
Northrop or DeFrancls did) never came to pass. He made reference to the fact that 
he believed Laird (possibly on the advice of Kissinger) had been responsible for 
the< turn down of the arrangement and as an aside, there are in the files (whose filea?’ 
references to the fact that Mr. Laird failed to impress upon the German government 
that the U. S. was really behind the development of the P-5-30. In any case DeFrancls 
went on to say that when the'offset-balance of payments discussions took place it de¬ 
veloped that there was no requirement from the U. 3. for "hard offset” which would 

have involved the use of German money to buy American airplanes or support American 
development of American airplanes but only for "soft offset" such as the rehabilitation 
of barracks for soldiers etc., very different type of offset than the support for the 
7*5-30 would have entailed. 

During those discussions Mr. DeFrancls made the statement that because of his 
efforts in erase such as the offset payments, he felt he was worth far more and wanted 
a long-range, almost a Retirement type deal. It is possible that what Mr. DeFrancls 
meant here was ha wanted a contract that would cover him until his retirement. He 
then said, however, that in 1973 he was In out of the hospital a lot. He made the 
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* statement that h« thought at one point ho might not survive. Upon questioning ha 
described hit medical problem. Wt did not pursua this further with hla. Re said that 
thla lad him to conclude that he should narrow the number of clients ha ser\ ;d down to 
one or two or three or four or five, that ha could handle. It should be observed that 
Mr. DeFrancls had told us that he was a one-man type law firm and that he charged on 
the basis of what he thought his efforts were worth rahter than on the basis of time; 
this decision to reduce the number of his clients was an effort to protect his desire 
to remain a one man law firm and therefore limit his clients to those he could per¬ 
sonally service. (As an aside, Crim has the thought that the fact that Mr. DeFrancls 
* was In the hospital In 1973 and needed to work out some sort of a reduction In the 
scope of his activities could have been one of the reasons that he took the fifteen- 
year $100,000/year contract rather than continuing the 9-22-69 EDC type agreement 
which provided for a coomission on the sales of the F-5-E (F-5-21) type airplane. 

During several of these discussions Mr. DeFrancls made reference to the fact that n6 
one ever envisioned the substantial volume of sales of these aircraft which had resulted 
since the date that the EDC arrangement was completed.) 

(As a further aside, Crlm observed that Mr. DeFrancls appeared to become 
somewhat disturbed during his discussions of the reason he wanted a fifteen-year 
$100,000 contract. This occurred when Falkenhagen asked if his representation of 
Northrop was In writing to Germany and he had again responded that he was not a sales 
representative. It should also be observed thst at this point no reference had as yet 
been made to the fact that there was e potential commission arrangement with DeFrancls 
which wee In existence up until the EDC agreement went Into effect.) 

During ell of these' discussions Mr. DeFrancls made reference to the fact that 
there were e number of negotiation# between he and Jones relative to his seeking a 
better contract which recognised his worth to Northrop. In fact during tha conversation 
he asked his secretary to bring In the "Incomplete contract file on Northrop." Be msde 
reference to the fact that Jonee offered him e seven-year $100,000 arrangement and on 
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February 19, 1973 he received a copy of such a contract. After of month of thought 
he concluded he would not go along with this. This preceded the tlse of a March 1973 
visit to Lot Angeles when he Indicated he wanted a firm contract for fifteen years. 

We inquired into the question of why there appeared to be an urgency in completing 
the fifteen-year $100,000 contract. (We had heard from Gore that he had been asked 
by Jones in the morning to prepare a contract for Mr. DeFrancis and a short time later - 
(like by lunch time) - Mr. Jones asked him where the completed contract was. This 
apparently upset Mr. Core as he did not understand the urgency for the contract. In 
trying to reconcile this with what Mr. DeFrancis was telling us It appeared that 
possible Mr. Gore did not know of the previous contract discussions between DeFrancis 
and Jones which had culminated In the meeting in Jones' office in Los Angeles when 
the fifteen-year $100,000 contract was finally agreed upon and signed the same day.) 

Mr. DeFrancis made reference to the fact that he told Mr. Jones he was not leaving 
until he had this long-term contract, or he was going to offer his services to others 
who had, according to him, inquired a9 to his working for them (competitors). 

In talking about the contract arrangements with Jones, Mr. DeFrancis made the 
statement that he did not believe he was fairly treated by Jones when Jones offered 
him a seven-year deal. He said this was particularly true, In his mind, because of 
his efforts to arrange for Germany to provide the substantial (60 to 100 million dollars) 
assistance in the P-5-30 program were not fully recognised by Jones. At this point 
Mr. DeFrancis said he was also sick and was going to limit himself to up to five clients. 
He said that be wanted "the extraordinary type service" payments built into his 1973 
deal so that he would not be caught like he was In 1971 and 72 when he apparently 
felt he was successful in securing the German assistance on the P-5-30 in connection - 
with the "offset-balance of payments" situation. Mr. DeFrancis clearly Indicated that 
he felt that by getting the contract arrangements up to the 15-year $100,000 level he 
would not have to negotiate for additional compensation when special services were 
performed and were successful to the substantial benefit of Northrop. 


S 
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(Cria*s notes malts reference to either a negotiation or a belief on his part 
that the contract benefits should be l/10th (of something) or $500 t 000 predicated 
upon the success of the hard affect - Mr. DeVos and I are not sure what this 
but it could be the IX of the fifty million German support efforts on the P-^-lO.) 

(See also Page 3 of Falkenhagen's memo.) 

In connection with his medical problem, Mr. DeFrancls said that he had an 
operation in 1973. He said that he did not think his medical, problem would preclude 
him from serving Northrop; he said that he could not be sure he would lest fifteen years 
but he assumed that wee the reason Northrop put in the clause in his contract that the 
payments stopped in the event of his death. 

It was at this point that Mr. Willens talked with DeFrancls about his basis 
for charging for services. DeFrancls made the statement that as far as time spent 
on the Northrop engagement, he felt that during the "offset" negotiations, he spent 
100X of his time for three to four months. He said currently his time on Northrop 
runs something in the neighborhood of 20 to 2SX. 

At this point we broke for lunch and had lunch downstairs in a private area 
of the dining room where we could continue our conversation. 

During lunch Mr. DeFrancls mads tha statement that ha nevtr returned any funds j 
to Northrop. 

Ha said that ha had had no contact with Northrop rapr as ant stives concerning 
tha nature of our investigation except tha telephone cell to make arrangements. He 
vent on to say that he had not racalvad any materials from Northrop regarding tha 
matters which vara considered in our investigation except for a request from Jones 
regarding Information on EDC. He said that he wrote Mr. Jones a letter and gave us 
a copy of it. Tha letter deals with his understanding of tha EDC situation and its 


currant status 
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In discussing the natter of telephone conversations and other contacts with j 
the Northrop people relative to this Investigation, Hr. DeFrancl’ said that he ild I 
receive one telephone call fion Mr. Gold (Allan *3 attorney). later while dis* .*sing/ 
the cash paynents by Mr. Allen to Hr. DeFrancis, DeFrancls said this is what the ' 
telephone conversation related to. Mr. DeFrancls said that he told Mr. Gold that ht^ 
tele it was not proper for him to discuss this natter and left us with the impression^ 
that that terminated the conversation. 

Mr. DeFrancls said that he^ had never made any political contributions for or 
on behalf of Northrop. He repeated this statement and ssid unequlvocably te had never 
made any such payments, and had never been asked or directed to make such payments. 
Further, he ssld that he had never returned any funds to Northrop, or to any of itsj 
officers or employees. ^ 

We discussed a confirmation that was being requested of Mr. DeFrancls with 
him, and explained that It was somewhat expanded from the previous confirmation that 
was obtained from him (it covers the period of 1974- to date and also goes back to 
the beginning of the DeFrancls, Northrop relationship and contains a schedule of pay¬ 
ments which we want Mr. DeFrancis to confirm). In talking about the confirmation 
Mr. DeFrancls looked It over and dald thet he saw no problem and would get the con¬ 
firmation back to us within twenty-four hours. In this connection he is also to send 
s statement of his expenses to date (the lest expense report apparently wee sometime 
in 1973) and also give us an explanation of two "legal fee" charges In his list of 
payments which we provided him. These legal services were in January.1969 for $10,000 
and in February 1969 for $12,500. He said that it was his recollection that they 
had to do with the Indonesia and the CCC matters, respectively; he said that he 
would look Into his files and give us e written communication on' this. 

On several occasions during the interview Mr. DeFrancis was asked or made 
reference to the contacts he had with Northrop. He said at one point that 995 and 
later revised It to 95Z of his contacts were with T. V. Jones (and 98Z of these eve 
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oral)* Be said that the balance were with people such as Millar and Holcombe on 
Indonesia and with Lord and Bradley on the early Siemens potential arrangements, 
looking for possible Joint venture areas. In this connection he said that he did not 
have anything to do with the INTS deal. 

Mr. DeFrancls said that he had not made any payments at Northrop*s direction. 

Pa went on, however, to say that he did make certain cash payments which he cleared 
with T. V. Jones. He said that he did not consider getting Jones' concurrence in 
making these payments as making them at Northrop*s direction. He made reference to the 
fact that he had made payments to a Dr. Bach, apparently In connection with the possible 
joint ventures with Siemens. He read to us from some correspondence he had from Dr. 

Bach Indicating his disappointment at not receiving proper recognition for his efforts 
in this regard. DeFrancls said that he took it upon himself to try to correct the 
situation and read from a letter he wrote Bach in response. In any case, DeFrancls 
made reference to the fact that he kept a type of cash fund which "everyone occasion¬ 
ally needs to have." 

In this context, DeFrancls said that Northrop had never directed him to employ 
or engage any one as a consultant. DeFrancls went on to say, however, that he had 
from time to time employed people .to do certain things for which he made cash paymeots 
for their services. He said*that these people were of the type who would not want 
their names associated with Northrop and that this sort of procedure facilitated 
utilising their services. Again, he said that he would always clear these situations 
with T. V. Jones In advance. Again, he said that Jones' concurrence did not consti¬ 
tute In his opinion a direction by Jonqs to make the payments. 

At this point Mr. DeFrancls got into the matter of the cash payment to him 
by Mr. Allen. Mr. DeFrancls said that on Dec. 13, 197fc he received $40,000 from 
Mr. Allen in New York City. (In this connection, It should be observed that this 
is the same payment as Allen describes as $60,000" which he gave to DeFrancls. Further, 
this is the money which Mr. Jonea described as a request for $75,000 In our earlier 
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discussion* with him.) In any case, Mr. DsFrancis said that he had requested $60,000 
but that hs had only received $40,000. He said that as far as he was concerned the 
matter was closed and he did not consider that Northrop owed him the additional $20,000. 
In explaining the need for the $60,000. he Implied that a portion was to cover Northrop*s 
share of fees he has or is paying to a Mr. Russ Blanford (a former two-star Geneva! 
who was setting up a law practice In Washington - apparently the consultant or lobbyist 
type practice). Mr. DeFrands aaid that he had received a call from Mr. Blanford de¬ 
scribing his new practice and want on to say. that Blanford represented a number of 
companies Including Fairchild Hiller. He said that Mr. Blanford wanted to represent 
‘Northrop and he (DsFrancis) questioned how this could be done since Fairchild Hiller 
was a competitor of Northrop*s in connection with the AX contract. As It turned out. 
Fairchild Hiller got the AX contract particularly, according to DsFrancis. because of 
Blanford*s efforts and Mr. DeFrancls said that he did not want this to happen to Nbrthrop 
in connection with any of the other prospective contracts it might have where Blanford 
Is Involved. Apparently Blanford also represents one or two other aircraft companies, 
he mentioned Lockheed as one. In any case. Mr. DeFrancls said chat he. in his judgment, 
deemed it advisable to employ Blanford for Northrop*a '‘protection." He repeated on 
several occasions that htls was his appraisal of the situation. He did this through 
the media of an air charter company which he either owned or owned a part In and 
was the Chairman of the Board. The name of this company Is United Governmental 
Services. Inc. In any cast, the employment of Blanford for (five years at $1,000 
par month or $60,000) by United Governmental Services, Inc. was, in DeFrancls* opinion, 
something like two-thirds for the benefit of Northrop and one-third for the benefit 
of United Governmental Services, Inc. (On this baais he was due something like 
$40,000 from Northrop.) The payments which ha had made to Bach and others, as re¬ 
ferred to earlier In this memorandum, made up the rest of the $60,000 he had requested. 
Again, he stated that in spite of the Request being for $60,000 and that he only re- 
ce'.ved $40,000, he wes not going to pursue this with Northrop to collect the additional 
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$20,000. Also, it was at this point tlut he audi th* wfirence to rha fact that the 
cash payment waa the subject natter of the telephone cal' which ha nad received from 
Mr. Allen's attorney, a Mr. Gold. Incidentally, we ash. . Mr, DeFtur.cis whether or 
not tha money was counted or whether or not any receipc; were given and h’.s mawer 
w&3 "no." He said that he carried the money in four $K'' 000 p.«c*at3 - two in the 
inalde right and left pockets on hia coat and two on the outride side poc'rets of hi* 
coat. 

In connection with the cash payments handled by DeFrancts, one other observation 
can be made. Mr. DeFrancls said that some people don't want to be identified with 
Northrop, thus the need for his making c/ah payments. DeFrancls said that in chi? way 
he served simply as a conduit for movement of the funds from Northrop to these indiviaua: 
In talking about the payments comprising the $60,000 requested of Northrop Mr. Defrancis 
said that a Dr. Eddy Hess got the other cash payment beside Dr. Franz Josef Bach. 

We did noc really clear with DeFrancls as to whether or not he wanted cash. 

If this is considered important we can clear this in a telephone call with DeFrancls. 

The "Project Italy" waa referred to in the list of payments to DeFraticis. He 
said it had to do with the employment on a "one time" basis of an Italian consultant 
for analysis and report on the Lockheed Lancer which apparently was supported by Italy. 
Mr. DeFrancls Indicated that he had wanted to engage this consultant in connection 
with this matter. He went on to say that the consultant agreed to do this one time 
project, but that he thereafter wanted $25,000/year for his services. It was decided 
by Mr. Jones that he would not be engaged since Northrop apparently had adequate 
representation in Italy. 

The following comments relate specifically to EDO. 

Mr. DeFrancls said that Gore drafted the 1967 memorandum ^yhich refers to the 
10X arrangements), he said that he had not wanted this type of a deal but had preferred 
the two-year $50,000 contract which apparently he received. Mr. DeFrancls indicated 
that the 10% arrangement was based on a suggestion by Mr. Jones. Apparently Mr. Jones " 



had Indicated to Mr. DeFranciJ that he would like for him (DeFrancls) to be on a 
percentage baaia with respect to the F-5 salea program. These memoranda which were 
drafted back in 1967 were, according to DeFrancls, merely Northrop internal t'c.uments 
and were never agreed to by hia. He said that he only agreed to the two *y*?at $50,000 
contract which ha received. 

The September 22, 1969 agreement calling for sales participation by DeFrancls 
was discussed next. Ve indicated to Mr. DeFrancls that we had copies of the signed 
agreement. He said that this 9-22-69 agreement was identical to a Lockheed arrangement 
. and that he and Mr. Jones had prepared it jointly. He showed us the Lockheed agreement 
from his files (it was a weak xeroxed copy with pencil changes to reflect Northrop 
instead of Lockheed as one of the participants). He said that this was the Lockheed 
Star Fighter (F-104) type arrangement. He talked at length about the Lockheed arrange¬ 
ment as being one-that could change the ''dismal experience" of Northrop in obtaining 
contracts overseas. He commented about the fact that up till that point in elm the 
return on Northrop's effort was quite low for the amount of time and money expended. 
Thus, the Lockheed arrangement was considered as a solution to this experience. 
Throughout the conversations Mr. DeFrancls spoke highly of the Lockheed type arrangement 
(which is what the EDO contract is) and said he would recommend it for use in connection 
with the YF-17, if that gets into production. 

In talking about Northrop'a experiences in making sales overseas (or the lack 
thereof) Mr. DeFrancls commented several times about his having been instrumental in 
changing Northrop's posture overseas and in teaching them how to deal with foreign 
markets. He made reference to changes In the German office and also to the operations 
in Paris where they cut back from a full scale U. S. type sales office. DeFrancls 
indicated he believes in using local people on the local scene and to leaser degree 
using Northrop sales people imported from the U. S. 
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According to Hr. DeFrancls, Hr. Jones wanted him to sat up tha sales organisation 
in foreign areas ( because he believed D«Francis knew how to gat things done. OaFraocis 
did not want to get into the mechanics of doing this and he did not want to go through 
with the September 22, 1969 contract with him because he thought it would reduce his 
effectiveness. (It should be noted that this agreement was signed but according to 
DeFrancls never Implemented.) Thus, when EDC was formed It was a key in DeFrancls* 
thinking that they arrange to replace him with someone with whom he hed no prior con¬ 
nection. On this basis DeFrancls obtained the name of Dr. Frorlep whom he had not met 
previously. This was based on numerous recommendations he obtained In Italy and 
Swltzarland aa veil as from his own bank. DeFrancls said that Frorlep was also rec- 
commended by th e Amer ican Institute for Economic Resources of whlclrhe fFreriej>) is 
e member. The Institute for Economic Resources Is headed by a Colonel Heywood. ) 

Based on this, and tha other recommendations he had received. Dr. Frorlep was the one 
selected to head up EDC. De Francis went on Jones' behalf to visit with Dr. Frorlep. 

The basic arrangement was that EDC was to operate on a percentage of sales and against 
this $200,000 was advanced. The EDC contract was the outcome of DeFrancls 1 visits 
with Frorlep. It contemplated accomplishing the same things that DeFrancls would have 
dons undsr the 1969 agreement. 

This was the follow on to the 1969 agreement which DeFrancls did not want and 
hence worked with Dr. Frorlep to set up Independent sales organizations. 

During this past summer EDC came to DeFrancls and said that they wanted some 
money based on the sales of the F-5-E and/or F-5-21 fighters. DeFrancls told them 
to go see Jones. All contacts with EDC and Northrop had been handled by DeFrancls 
(and vica versa) that is, DeFrancls had sat it up, made the arrangements with Dr. Frorlep, 
etc. It should be kept In mind, he said, that the purpose of EDC was to provide an 
independent sales organization. (Northrop has its own sales and marketing organization 
operating In tha same area and the function of EDC is not to Interfere with the 
Northrop efforts. Hence, EDC was to be a fully Independent salsa organization.) 
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DeFrancis originally provided them with data on the 5-21 to work with and sal^ that 
ha had provided then little In the way of technical information after that. (He 
pointed out that when the 5-21 first came out it was for use by the Vietnamese Air 
Force and said that you could look to the Congressional Record for discussion of 
the aircraft for indication that it was not highly regarded. He said its benefits 
-'ere that it was simple to operate, etc., but not as sophisticated as the F-4. The 
Koreans were offered some 5-21's and turned them down. He said that this was also 
indicated in the Congressional Record.) In any event he stated that the 5-21 was 
not looked upon as an aircraft of any great promise. 

DeFrancis said that now the program is very successful and ha9 substantial 
Income accruing to it, it has to be viewed very differently. He was asked by Mr. Crim 
the question, "How do you know whether the success came from the Northrop 3 ales effort 
or the EDC sales effort?" DeFrancis said that cannot be answered. He believes that the 
success is brilliant, but cannot measure whether EDC caused it or what impact the 
Northrop organization may have had on this. He said that success in oae country has ^ 
an impact on its acceptance in other countries and indicated that early success in Ira n 
may have contributed to its successes elsewhere. DeFrancis had indicated earlier that 
at the early stages EDC was set up primarily to promote the sale of the 5-21 in Ix&n.y 

DeFrancis said that he had known at the time that EDC was formed what he 
knows today, he would have kept the EDC deal and functioned under the original 
contract but that he never visualized the success that it would obtain. He said 
that in his view that, at the time, $100,000/year for fifteen years looked far better. 

According to DeFrancis, EDC (as a Lockheed concept) is a non-subsidiary 
organization and la not directed by Northrop. Its purpose was that it would operate 
independently of any direction. Consequently DeFrancis could not say who now owns 
tha stock, but per DeFrancis through his discussions with Froriep, he understands 
there are some other persons who have, worked with EDC that ara included in stock 
distribution plans. He doesn't know if they are ministers of other countries, or 
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otherwise, but he believes various people may own shares under the stock distribution 
arrangement. 

DeFrancis said that he was not Interested, even, in who the original stock¬ 
holders were but that Dr. Frorlep was the key man. It was up to Dr. Frorljp to sec 
up his own organization and to find the people he needed. 

At this point, DeFrancis gave what appeared to be a rather comprehensive 
description of the theory of the Lockheed or EDC type arrangement. He said that it 
lets people in each country work for themselves. In effect, enough money is put Into 
the company (in Northrop's case $200,000 was put into EDC) to cover each persons' 
out-of-pocket expenses. Apparently each person recruited by the EDC organisation 
is promised that he will receive his out-of-pocket expenses and In addition a share 
of the stock In EDC so that he is In effect working for himself and the benefits he 
achieves accrue to him through his stock ownership. He said that It was not necessary 
that they know a lot about the technical aspects of the airplanes they are selling. 

As a matter of fact, DeFrancis went on to say, "I don't know a damn thing about an 
airplane except the nose and the tail." He said this theme would apply to the EDC 
people. The point as to Northrop Is that they look only to the benefits derived from 
the success of the program rather than to developing the typical sales (technically 
trained) type organisation that would be customary in (his country for the sale of 
say, automobiles or other products. 

Da Francis emphasised that he never saw Frorlep until he vent to him regarding 
the organisation of EDC. He said he had no professional, personal or other prior 
contact with the man, but he knew that he had to gat a man of impeccable international 
reputation and baaed on the recommendations given to him by others, who were know¬ 
ledgeable in this matter, Frorlep was selected. 

In response to direct questions, DeFrancis said that he had no financial 
Interest, dlrsct or indirect, in EDC * 1 He said further that he had billed them no 
fees, they owed him no fees, and that they would not be blllid any fees by him. He 
said that ha had received no money from them in any way. 
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DeFrancls, after considerable discussion of the matter, made it clear that 
EDC was not a consulting organization. It la not a situation similar to his, where 
Jones or others may look to him for advice and look to him on a consulting basis. 
DeFrancls said that Jones and Northrop are not looking for feed-back from EDC but 
only the results that are accomplished. Hence, while DeFrancls lo in regular contact 
with Jones, and advising him on a number of matters, he has not reported back to him 
on EDO's operations. He stated further that EDC does not report back to him. Thus, 
he said, it had been a long time since he had any contact with EDC or its representative! 
until Frorlep's visit mentioned above, when he came to point out that he was unhappy 

chat they had not received, as yet, any of the percentage payments that had accrued 
to them for sales of the aircraft. 

This distinction that DeFrancls made is important to keep in mind for as 
mentioned above, no one is looking for Information back from EDC, and consequently 
there Is no continuing contact by anybody in the Company with any of their representa¬ 
tives. The Company is not interested in knowing how EDC operates and who they are in 
touch with, but can only measure the benefit of EDC by sales which occur - and then 

only indirectly because they'do not know whether it is their own efforts or EDC's 

efforts that created the sales benefit. 

in discussing the EDC setup, Mr. DeFrancls said that he did aot know either 
1. Isler (Frau Ida) or R. (Rudolph) Kleiner. He agreed with our assumption that 
they were very likely only nominees used for the purpose of having EDC incorporated. 

The only person he knew vas.Frorlep whom he had recruited to head up the EDC organ¬ 
isation. He went on to say that he was not sure who the shareholders ware in EDC > 
but he assumed that Dr. Frans Bach and a person whose name sounded lUte Theo Banehua 
(of GE) had received shares under the stock distribution arrangement of EDC in con¬ 
nection with their sales efforts in Iran. (It may be that this person referred to 
just previously as being with GE, may n6t be with them presently or may have only 
been some type of a representative.) 
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- The copy of the letter which Hr. DeFrancis gave us dated Aug. 9, 1974 contains 
m number of consents Chat should be read in conjunction with this memorandum. 

In connection with an attempt to again pin down some direct way of measuring 
the benefits from EDC, we asked how their efforts could have resulted in sales in 
-Brazil, for example. Mr. DeFrancis* answer was that he did not really know hue 
it was his feeling thea there were world-wide benefit* from the organisation m that 
it created added incentive to the shareholders of EDC for sales to be made In other 
*countrie8» and therefore enhances their desire to be effective in their participation 
' la edc. He frequently referred to the fact that Northrop had previously been un¬ 
successful in its overseas efforts. He mentioned particularly the * pat" contracts 
that they had set up in Indonesia but lost through what he sold was their bungling. 

One final thing in talking about EDC, DeFrancis made the point that Northrop 
does not want reporting, paper work, etc. from EDC, only the sales benefits. It is 
for this reason that there is actually no reporting by either DeFrancis or the EDC 
people d irectly to Jones, according to DeFrancis. . 

At one point in the conversation wa asked DeFrancis if he functioned on 
Capitol Hill as he had indicated hs did with respect to affair.) In Germany and 
other parts of the world. His answer was no. 

In response to the question about his knowledge of pr.ple such as Woisbrod, / 
Gsrrltsen, agw * w!wa | Roosevelt, and the others listed in Jonee* narration, he said j 
that he did not know any of them excep^' Stehlin an^ Roosevelt. His comments re- j 
girding them were of no consequence. J 


With regard to the Parkinson discussions, his recollection tends to follow 
along the exact lines of Mr. Willens* chronology. In the copy of the chronology 
referred to are noted the various times of the interviews with Parkinson, Bergen, etc. 
In response to the question of whether or not he was aware that there were 
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any problems relating to this matter (i.e. the $100,000 of payments to CREEP), 

i 

Hr. DeFrancls said that It was his opinion that everything seemed :o be proper and 
that ha had no knowledge that any of the documents were back-dated or in any way 
.‘falsified. He said that Bergen did not go to the conference with Parkinson because, 
in DeFrancls' opinion, this would be an "overkill." We did not pursue this question 
any further. (In reconsidering the conversation the matter of a question has arijen 
as to whether or not this opinion about the "overkill" was DeFrancis* or a combined 
decision. We recall that Mr. DeFrancis did make reference to the fact that the 
participation by a Los Angeles lawyer in addition to a Washington lawyer (DeFrancis) 
did appear to be a little too much for the situation which in his mind was proper in 
all respects.) 

With respect to the lost meeting that DeFrancls had with Parkinson which 
occurred on Christmas eve, 1972, Hr. DeFrancis said that they were attempting to learn 
whether or not, In response to the court order obtained by the ccmmon cause group, 
Parkinson and the others involved from the CREEP side had actually turned over the 
confidential list containing Jones' name, Mr. DeFrancls said that ha had seen the 
list at one point and it Included something to the affect of "Luxembourg * Jonas - 
$100,000." Be said that they talked about this for a considerable period of time 
(ha mentioned 43 minutes) and at the end ha asked Hr. Parkinson if ha was aver 
going to give him the answer to this question and ha said that Parkinson'a response 
was, "If you think I'm going to tell you whether or not I followed the court's in¬ 
structions or not, you are wrong." 


We had a general discussion about bribes end graft in the United States as 
compared with other countries. DeFrancls said that in his opinion the situation was 
present at least Insofar as the U. S. Military was concerned. He said that for approx¬ 
imately a year after leaving the service an officer could be effective in helping 
on various matters. He went on to point out the many officers who had taken positions 
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with companies following chair retirement. As to the operations In other countries, 
he said this varied on a country by country basis and mentioned the operation of 
"boustas" in Mexico. He cited an illustration of the ownership of a large tract of 
land which apparently was being encroached on by Mexican "squatters' which he implied 
was because the owners of the tract of land would not make payments of the Mexican 
"boustas." He said that he had another client, or knew of another company, who owned 
land where payments of the boustas were being made and such encroachments did not 'occur. 


Xn connection with the review of the comments regarding EDC, reference is made 
eo the answers to some of the questions which may contain certain additional information 
not Included, For example, DeFrancia said that the EDC arrangement wee aimed at Iran 
as the Number One country. He said that Iran was the only one that expressed any Inters; 
in the Northrop International Fighter and the "follow on successor aircraft concept" 
of Northrop's. 


The separate memorandum, prepared by Mr. Falkealiagen (dated September 9, 1974) 
and which is attached to this memorandum, should also be read as an Integral part 
of tbs. foregoing comments. 


58*120 O • 76 - 38 
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PRIVATE 


NORTHROP CORPORATION 

MEETING WITH FRANK DeFRANCIS 
SEPTEMBER 9. 1974 


Ray Crlm of E&E, BHD and OMF of PW, and Howard Willens of 
Wilmer, Cutler, met with'F. deFrancls at his office In Washington, 

D.C. on September 9, 1974, The meeting began at 11:00 a.m. and con¬ 
cluded about 6:00 p.m. 

Ray Crlm opened the discussion by outlining briefly the scope 
of the Investigation and the respective roles of E&E, PW and Wllmer, 
Cutler, DeFrancls appeared to be somewhat relieved when he heard that 
the Investigation's effort was not controlled by the SEC but was de¬ 
signed to bring out the facts necessary to satisfy the SEC's Interest 
as to the necessary disclosures to the stockholders via the proxy state¬ 
ment, The following summary represents my best recollection of the 
relevant comnents made by deFrancls In response to questions or In his 
desire to explain his relationship with Northrop: 

- I will review the E&E confirmation request regarding the de¬ 

tailed listing of "fees and expenses" paid me by Northrop 
since 1967 ana reply within a couple of days. The expense 
reporting from August 1973 forward can also be brought up 
to date as soon as practicable, 

• There are various areas where 1 might have to protect client 
privilege, particularly with regard to other deFrancls 
clients, I shall let you know If I have to do so, (Crlm 
and DeVos explained that deFrancls cannot rely on having 
this discussion "cloaked" and that the E&E and PW work- 
papers would very likely be subject to subpoena, Wlllens 
emphasized that no one present should ask deFrancls to 
reveal information re other clients and we would respect 
privilege re his other clients,) 

- I am very Interested In maintaining my good relationship with 

Northrop for various reasons. Including the fact that I 
have two brothers-ln-law employed by Northrop (Rick Delsasso 
and Leon Gendrieu?). 

- Northrop was cognizant of my representing the German govern¬ 

ment as sole u,S, legal counsel for the last 22 years; 

Northrop is the only foreign client I over represented in 
Germany; It Is unusual t6 nave this size firm (sole partner 
at the present time) represent the Bonn government; I have 
grown and developed like the German government from the 




time the allies handed over the authority to Adenauer. 

Why did I choose to represent Northrop? It was not a matter' 
really of Northrop choosing me. Over the years of experience 
with the German Embassy. I knew, of course, that Germany had 
bought the Lockheed F104 Starfighter; X am no airplane 
technician. In those years, I knew Heinz Krehlen very well 
when he was charge d'affaires here; he is now Ambassador to 
the Common Market. It became clear that the Starflghter was 
too sophisticated for the German use; most of the 103 Star- 
fighters lost out of a fleet of about 450 were downed by pilot 
error, I met Jim Holcomb and Glenn Lord; they came to see me 
because I represented the Bonn government. It was clear 
Northrop's German representative (Adolph Gallant) did not get 
to first base. I became to realize that the Northrop aircraft 
under development in the sixties (Cobra P-530) had a particular 
concept, gradual development ai\d represented a generation of 
aircraft. I agreed to represent Northrop, provided I would 
divulge my representation of Northrop to the German government - 
which X did; such disclosure was not In writing - besides, I 
don't fall under the "Strauss decree" because I am not a 
seller. 

I recognized in those years that the Free World would see a 
necessity to replace the F104; there were only two viable al¬ 
ternatives - the French Mirage and the P-530, Germany made a 
determination to enter a multi-national contract regarding the 
MRCA development sponsored by the British; I attacked the MRCA 
with every fibre of my being, knowing that except for two 
nations, nobody would support it: the British wanted nuclear 
capability which the Dutcn or Belgians, for example, would 
not be Interested in; I believed I could serve two clients 
(Germany and Northrop) to the best of my ability; on the sub- 
cabinet level, within the framework of "hard offset", Germany 
had approved $60 million to assist development of the P-530 - 
this was a lot of hard work for me; Henry Kissinger advised 
Laird and Nixon not to support the Nitze letter (which en¬ 
dorsed the P-530 concept) because the Europeans should develop 
a European solution with the MRCA (it should be noted that 
deFrancls took considerable time, at his repeated Insistence, 
to expand on his "value" to Northrop and on the significance 
of his contacts with the German government). 

Based on the work effort expended ($1% to 2 billion development 
of MRCA), the question of MRCA as follow-on aircraft to the 
F-104 is really out; at significantly more than $10 million 
a copy, it would also be too expensive. (DeFrancls also draws 
attention to Herald Tribune article of 8/28/74, "Arms Deal of 
the Century", which we acknowledged having read previously; he 
seems rather proud of having assisted Northrop to get an oppor¬ 
tunity for winning a $20 billion deal.) 

What do I provide for consultant fees? I thought 1 told you all 
about it this morning. In 1967, I got the contract for two years 
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at $50M per year; in 1969, Jones came to me and offered a 
higher retainer based on work performed; 1 thanked Jones, but 
for tax reasons (see my letter of 3/14/69), 1 contracted for 
the $50M retainer for the next four years• 1 was never inter¬ 

ested in contingent fees or percentage deals# In 1971-72 

?eriod, 1 tried to renegotiate a more satisfactory contract; 

thought I had obtained a pre-emptive role for Northrop (see 
hard offset deal), but Jones did not seem to appreciate my 
position and nothing came of it then. In 1973, when my 1969 
contract expired, Jones offered a seven-year contract of $100M 
a year# I rejected it because I believed I was worth more than 
that# 1 demanded-a 15-year contract# I remembered the 1971 
attempted negotiations - they were a "damn poor wav" of deal¬ 
ing with my extraordinary work; the $50M retainer"Vas covering 
my usual work only, but my effort expanded on getting the poten¬ 
tial $50 to $100 million ''offset 11 tentatively arranged which 
called for extraordinary fees; I could not anticipate that 
Laird eventually agreed to barracks rehabilitations or soft 
offset only# During 1971-72, we had several drafts of con¬ 
tracts which were never executed; in my letter of August 4. 

1971 to Jones, I discussed my extraordinary work and explained 
that I did want to predicate my fees not on success, but on 
work effort; Jones recommended %7. of 10% of the German offset 
effort per Jones draft of 5/28/71; I did not want to Involve 
% payments (it should be noted that during the discussion of 
his contractual relationship, deFrancls omitted any references 
to the 9/22/69 % agreement with deFrancls nor to the 9/2/71 
agreement with EDO nor to the memos of understanding re Cobra 
% ? s in 1967). 


I do not charge my clients based on time. X get into political; 
economic areas; however, I consider myself also as legal coun¬ 
sel to my clients; as a tough guess, i spent probably 25% of 
my time over the years on Northrop. 

In 1973, I spent a great deal of time in the hospital; I had to 
determine which clients I would continue to serve, how to re¬ 
duce or effectively assign my workload; that's when 1 decided 
Northrop would have to give me a contract for as long as I 
would practice law (15 years) or 1 would have to entertain 
offers by other manufacturers. 

As far as political contributions go, I have never made any on 
behalf of Northrop, nor have I been asked to; 1 have never re¬ 
turned funds to Northrop. 

I have had no communications with Jones re this investigation, 
except for request resulting in my August 9, 1974 letter. 

1 should mention that Mr. Gold (Allen's attorney) called me on 
some matter which I considered subject to privilege; the con¬ 
versation took no longer than three minutes. (Note: deFrancls 
did not offer to disclose the content of this conversation 
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until later during the afternoon when the $60M cash question 
was discussed.) 

Somebody at Northrop alleges that the 15-year contract was drawn 
up in a hurry? Tnat is not so; it was discussed over a period 
of time; here is a copy of a draft dated February 19, 19/3 
which covers seven years; it is true that it was rewritten dur¬ 
ing the day 1 stayed in California to extend it to 15 years. 

I have never made payments to others at the direction of Northrop 
I have been reimbursed for certain payments with which Jones 
concurred. Northrop has never directed me to engage consult¬ 
ants. 1 have called upon people where 1 thought it in the 
best interest of Northrop - within my discretion. 

The $10M payment re Project Italy was made to a one-time consult¬ 
ant in Italy; this man had worked for Lockheed on the Lancer 
project and was a potential consultant for Northrop, but Jones 
did not want him full-time; he was dropped after this project. 

The $10M and $12.5M payments to me which are marked M legal 
services" relate to the Commodity Credit matter in Iran and 
my work in Indonesia; I can show you my files if you wish to 
see them (we declined to inspect the files). 

As further illustrations of the special way I service my clients, 

I wish to give you two more examples: payments to Dr. Bach 
and to Blandford. 

After Dr. Bach had provided the contract for Page to meet with 
the Siemens top management in Europe, Bach was extremely dis¬ 
appointed (which feeling I shared) about Page's Inability to 
utilize the entree with Siemens for potential world-wide Joint 
ventures: I felt I had to compensate Dr. Bach for his efforts 
(deFrancls also indicated no connection with the INTS contract). 

Gen. Blandford came to me and indicated that Northrop should re¬ 
tain him as a consultant; because of his apparent competing 
relationships (e.g. Fairchild Hillffr), I thought it best to 
keep him outside of a direct relationship but still on our 
side; accordingly, I contracted with him in connection with 
my Interest in a charter airline service, for five years at 
$12M a year. 

How did I get reimbursed by Northrop? I did not receive the 
$60M I thought was due me; eventually I got $40H. Why is 
this not included on the E&E list of fees and expenses paid 
to me? Well, it was in cash; Jim Allen gave me §40M cash in 
New York on 12/13/72 (deFrancls verified date by reference to 
his "record book". (Note: this date is also confirmed by 
entry in Northrop's plane log.) 
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(It should also be noted that deFrancls was extremely defensive 
about admitting to these cash transactions; he said it could 
probably be considered "rather stupid", but it was part of his 
way of serving his clients; he considered himself a conduit in 
Northrop 1 s best interests; in retrospect, he was not sure 
whether he would handle it the same way; however, certain people 
deserved being paid. In answer to a question, he stated that 
no more than two to three people were paid in cash by him. 

Based on the sequence of the preceding statements, I assumed 
that he was referring to Blandford, Dr. Bach and another indi¬ 
vidual in Germany, probably Dr. Hess.) 

(When it seemed apparent that deFrancls was not about to discuss 
certain key documents involving his past relationship with 
Northrop, we raised questions re certain 1967 memoranda, the 
9/22/69 contract and the 9/2/71 contract with EDC.) 

The 1967 memoranda which considered potential deFrancls 7. par¬ 
ticipation in the future P-530 sales to Germany are really 
internal documents and do not represent contracts. (Note: 
sea ( George Gore memo of 4/24/69 and TVJ memo of 6/25/67.) J 

Did 1 prepare the 9/22/69 agreement? No, I did not. You were 1 
given to understand that Northrop's legal department did not 
participate in drafting it? That's correct. I put it together 
but did not prepare it. Is lmp L y inse rted .Nor thro p for Loc k¬ 
heed find darmnelfl was Lockheed r S~ % 

brainchild and we were trying to catch up to their methods of * 
doing business abroad; I was responsible for increasing 
Northrop f s sophistication in European markets; for example, 
we changed the structure of the Paris office and improved the 
sales potential significantly. You should know that I became 
to realize that my own position was not to be within the frame¬ 
work of my heading it up. Therefore, this agreement was not 
considered "implemented" (deFrancls acknowledges, however, it 
was fully executed). 

When we considered the formation of EDC (Economic & Development 
Corp*), I wanted somebody to head it up without previous con¬ 
nection with me or Northrop; Dr. Froriep was recommended to me 
by my contacts abroad; I had not known him before; in our cir¬ 
cumstances, you are far better off with an independent organi¬ 
zation; if it looks unusual, remember it's the Lockheed con¬ 
tract; the concept was to have EDC not subject to the control 
or direction of Northrop; I was aware of the poor international 
marketing effort at Northrop - this was designed as a vehicle 
to Improve the effectiveness of the sales effort - EDC was not 
Intended to coordinate with regular sales force - EDC does not 
have to report to Northrop. (At this time, deFrancls also 
furnished us a copy of 8/9/74 letter to TVJ regarding EDC, 
which we had not previously seen.) 
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until later during the afternoon when the $60M cash question 
was discussed.) 

Somebody at Northrop alleges that the 15-year contract was drawn 
up In a hurry? That is not so; It was discussed over a period 
of time; here is a copy of a draft dated February 19, 19/3 
which'covers seven years; It Is true that it was rewritten dur¬ 
ing the day I stayed in California to extend It to 15 years. 

I have never made payments to others at the direction of Northrop 
I have been reimbursed for certain payments with which Jones 
concurred. Northrop has never directed me to engage consult¬ 
ants. 1 have called upon people where 1 thought it in the 
best interest of Northrop - within my discretion. 

The $10M payment re Project Italy was made to a one-time consult¬ 
ant in Italy; this man had worked for Lockheed on the Lancer 
project and was a potential consultant for Northrop, but Jones 
did not want him full-time; he was dropped after this project. 

The $10M and $12.5M payments to me which are marked "legal 
services" relate to the Commodity Credit matter in Iran and 
my work in Indonesia; I can show you my files if you wish to 
see them (we declined to inspect the files). 

As further illustrations of the special way 1 service my clients, 

I wish to give you two more examples: payments to Dr. Bach 
and to Blandford. 

After Dr. Bach had provided the contract for Page to meet with 
the Siemens top management in Europe, Bach was extremely dis¬ 
appointed (which feeling I shared) about Page's inability to 
utilize the entree with Siemens for potential world-wide Joint 
ventures; 1 felt I had to compensate Dr. Bach for his efforts 
(deFrancis also indicated no connection with the INTS contract). 

Gen. Blandford came to me and indicated that Northrop should re¬ 
tain him as a consultant; because of his apparent competing 
relationships (e.g. Fairchild Hiller), 1 thought it best to 
keep him outside of a direct relationship but still on our 
side; accordingly, I contracted with him in connection with 
my interest in a charter airline service, for five years at 
$12M a year. 

How did I get reimbursed by Northrop? I did not receive the 
$60H 1 thought was due me; eventually I got $40M. Why is 
this not included on the E&E list of .fees and expenses paid 
to me? Well, it was in cash; Jim Allen gave me §40H cash in 
New York on 12/13/72 (deFrancis verified date by reference to 
his "record book". (Note: this date is also confirmed by 
entry in Northrop's plane log.) 
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(It should also be noted that deFrancis was extremely defensive 
about admitting to these cash transactions; he said it could 
probably be considered "rather stupid", but it was part of his 
way of serving his clients; he considered himself a conduit in 
Northrop 1 8 best interests; in retrospect, he was not sure 
whether he would handle it the same way; however, certain people 
deserved being paid. In answer to a question, he stated that 
no more than two to three people were paid in cash by him. 

Based on the sequence of the preceding statements, I assumed 
that he was referring to Blandford, Dr. Bach and another indi¬ 
vidual In Germany, probably Dr. Hess.) 

(When it seemed apparent that deFrancis was not about to discuss 
certain key documents Involving his past relationship with 
Northrop, we raised questions re certain 1967 memoranda, the 
9/22/69 contract and the 9/2/71 contract with EDC.) 

The 1967 memoranda which considered potential deFrancis % par¬ 
ticipation in the future P-530 sales to Germany are really 
internal documents and do not represent contracts. (Note: 
see ^George Gore memo of 4/24/69 and TVJ memo of 8/25/67.) ^ 

Did I prepare the 9/22/69 agreement? No, I did not. You were 
given to understand that Northrop's legal department did not 
participate in drafting it? That's correct. I put it together 
but did not prepare it. I simply in se rted Nort hr op for Lock ¬ 
heed and daFgancla fnr was Lockheed 1 ! - ' 

brainchild and we were trying to catch up to their methods of 
doing business abroad; I was responsible for increasing 
Northrop's sophistication in European markets; for example, 
we changed the structure of the Paris office and Improved the 
sales potential significantly. You should know that I became 
to realize that my own position was not to be within the frame¬ 
work of my heading it up. Therefore, this agreement was not 
considered "implemented" (deFrancis acknowledges, however, it 
was fully executed). - 

When we considered the formation of EDC (Economic & Development 
Corp.), I wanted somebody to head it up without previous con¬ 
nection with me or Northrop; Dr. Frorlep was recommended to me 
by my contacts abroad; I had not known him before; in our cir¬ 
cumstances, you are far better off with an independent organi¬ 
zation; if it looks unusual, remember it's the Lockheed con¬ 
tract; the concept was to have EDC not subject to the control 
or direction of Northrop; I was aware of the poor international 
marketing effort at Northrop - this was designed as a vehicle 
to improve the effectiveness of the sales effort - EDC was not 
intended to coordinate with regular sales force - EDC does not 
have to report to Northrop. (At this time, deFrancis also 
furnished us a copy of 8/9/74 letter to TVJ regarding EDC, 
which we had not previously seen.) 
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- I negotiated the contract with Dr. Froriep, EDC started with the 

retainer of $200M: I don't know how much EDC has earned in com¬ 
mission; as explained in my letter to TVJ, Dr. Froriep came well 
recommended to us; he does not report to me; I have no relation¬ 
ship (consultant or otherwise) with EDC; the only time I was 
Involved subsequent to incorporation was when I recommended 
that Dr. Bach and Theo. Bennahum could help in the aircraft 
sales effort in Iran; 1 have no direct or indirect ownership 
in EDC. 

- I gave up the 9/22/69 contract to stay Independent of the sales 

organization to be formed; of course, I was not Santa Claus; 
at the time, I did not recognize the eventual success and 
sales results of the F-5E program; in retrospect, 1 can say 
it probably was one of my biggest mistakes in my life to give 
up that contract - if I had known all this in advance, X would 
have hung on to it; no one had the slightest idea that this 
aircraft could be sold with U.S. support anywhere except in 
Vietnam - you can check the Congressional Record; Dr* Froriep 
can utilize the stock of EDC to advance the financial inter¬ 
ests of that corporation; EDC does not have to report to any¬ 
one; the success of the sales effort speaks for itself. 

- I do not know I. Isler or R. Kleiner - you are probably right 

in your assumption that they are simply signing up to satisfy 
the incorporation requirements calling for a minimum of three 
stockholders. 

- You cannot see any service EDC has rendered to Northrop? Just 

look at the success of the program. You cannot directly 
measure it, nor do you want to. The success is there. 


0. M. Falkenhagen 
Los Angeles 
September 9, 1974 
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Hr. Jamas D. Willson • /'*/.' T - 

Vice-President - Financa * ^ *y> .7 

Northrop Corporation * ' • ■ 

1800 Century Park East • . 

Century City • •••■»’ 

Los Angelas* California 90067 

Dear Jimt 


Reference is made to our telephone conversation 
in which you requested that I send you in synoptic form 
the highlights of my work activity on behalf of the 
Northrop Corporation during the years 1972 and 1973. 

In order to be concise* yet afford a clear understanding 
of that activity* I will section such work on a quarterly 
basis. 


Hy endeavors for Northrop have primarily involved 
matters which revolve around its aircraft programs* namely* 
the International fighter* the F-3E and its two place air¬ 
craft the F-5F, and the Cobra projects. There has been 
some activity covering certain other projects which I will 
also touch upon. 

January,I - Harch 31, 1972 . The marketability of 
the International fighter in variant foreign countries and 
the important effect that such acceptance has in forming a 
proper foundation for the success of the follow on aircraft* 
the Cobra* to a large extent could well depend on the evalua¬ 
tion and accreditation accorded it by the various countries 
of NATO. In this regard* the Federal Republic of Germany 
has considerable weight and influence. A full scale endeavor 
of time and effort has beeh expended within all sectors of 
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the German governmental and industrial community to en¬ 
courage a German financial participation within the 
offset and balance of payments program of a sizeable 
financial commitment to the aforesaid program. Meetings 
that were held with governmental officials during this 
period of time were primarily of an evaluation nature 
assessing the progress that had been made in promulgating 
this concept within the FRG-US offset meetings and con¬ 
ferences. 

April 1 - June 30, 1972 . During this period, I was 
requested to evaluate Northrop’s position and situation in 
Iran both as to the over-all posture regarding the accept¬ 
ability of the F-5E find the multi-national communications 
consortium headed by Northrop. I conducted a series of 
meetings on this subject with persons who are experts in 
the Iranian governmental and economic system and was 
instrumental in arranging for a conference on May 10 
between them and the appropriate Northrop official, in 
connection with this assignment, on June 8, I went to - 
London, England, and, along with other matters, had follow 
up meetings relative to this subject. 

July 1 - Septeiriber 30. 1972 . During this time 
period, I conferred with several NATO officials in regard 
to studies being conducted within 1 'NATO regarding uniformity 
of weapons and aircraft systems. The major subject of 
discussion was an evaluation of Northrop’s aircraft poten¬ 
tial within this context. Also, a number of discussions 
were held with administrative and congressional personnel 
regarding this over-all matter. 

October 1 - December 31, 1972 . My work activity 
primarily centered around a trip to We/3t Germany on Novem¬ 
ber 21 for meetings and discussions with proper govern¬ 
mental officials in connection with preparing a program 
for possible inclusion within the upcoming balance of 
payment talks of German financial participation in the 
Northrop aircraft programs. From a review of the last 
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balance of payment agreement, it was evidenced that the 
offset discussions clearly reflected a difference of some 
$170 million between the initial German offer and the U. S. 
counter proposal. In light of the increasing demands from 
members of the U. S. Congress that the German's contribution 
take the form of hard bffset either in the procurement of 
U. S. hardware or participation in U. S. development pro¬ 
grams, the opportunity for inclusion of the Northrop program 
was explored. On December 11th, I traveled to the corporate 
office din California for meetings with the appropriate 
Northrop official in order to render a personal report 
regarding the outcome of my conferences in Germany and 
to discuss variant aspects of the program, 

January 1 - March 31, 1973 . Developments in regard 
to the aircraft programs in Europe, the Middle East and 
South America, necessitated two trips to the corporate 
office in California on January 15th and March 15th for 
discussions and personal conferences with Northrop officials. 
Work expended during this period included assisting in the 
drafting of communications submitted to persons at dif¬ 
ferent governmental levels, both foreign and domestic, 
advancing the International fighter and Cobra programs. 

April 1 - June 30. 1973 . **An example of the 
type activity taking place in high government circles 
regarding aircraft programs was illustrated by Italian 
Foreign Minister Andreotti's discussion with his U. S. 
counterparts that Italy is seriously considering the 
development of the Lockheed Lancer. The impact of this 
event on the procurement of the International fighter in 
such countries as Turkey, and the cooperative development 
of the Cobra program in such countries as Belgium and 
Holland, is patently clear. My recommendation to engage 
counsel in Italy for the specific purpose of reporting on 
this development and the seriousness of the Italian pro¬ 
posal translated into actual fiscal participation was 
adopted, A trip to the corporate office on April 24th 
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primarily centered around discussion and evaluation of 
the report submitted concerning these developments. During 
this period, meetings were also held with officials of the 
Airport Development Division to determine what assistance, 
if any. could be rendered to that project. 

July 1 - September 30. 1973 . Conferences and 
meetings were held with West German and other NATO 
officials regarding variant aspects of the International 
fighter and Cobra programs. X had numerous discussions 
with government sources regarding developments in balance 
of payment and offset talks and their relationship to the 
Northrop objectives. On September 4th. I went to New 
York to meet with a Northrop official in order to per¬ 
sonally discuss and evaluate these projects. 

October 1 - December 31. 1973 . Work during this 
period centralized around the basic projects hereinabove 
discussed. A number of conferences and meetings were 
held at all levels of government and reports relative 
to that activity were transmitted to Northrop. As an 

indices of such telephonic communication, inasmuch as _ 

my out-of-pocket billings for this period have not yet 
been submitted, my records reflect over eleven phone calls 
were placed to the corporate office. 

I trust that this will provide you with the 
information you require. 


Kindest regards. 

Sincerely, 


. 

Frank J. De Francis 


FJD/bch 
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Mr. B. Raymond Crlm 

Ernst & Ernst 

1801 Century Park East 

Los Angeles, California 90067 

Dear Mr. Crim: 

In accordance with our telephone discussion 
today and pursuant to our extended personal meeting 
on September 9, 1974, this is to confirm that of the 
$60,000 committed and expended in the retention of 
personnel for advisory and consultant services on 
behalf of Northrop, I received $40,000 in currency 
from Mr. James Allen on December 13, 1972. As I also 
advised you, I have not received any additional cash 
funds from Mr. Allen or from any other Northrop official. 

Kind regards. 



FJD/bch 


\ 
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Mr. Glenn R. Lord 
Northrop Corporation 
P. O. Box 1525 
Beverly Hills, California 

Dear Glenn: 

Frank DeFrancis told me yesterday (7 March) that ho has 
sent the background paper 1 wrote for him to hie friend in 
Germany. This paper was sent along with his letter re¬ 
questing his friend to see what could be done and then 
advise when Frank should return to Germany for further 
discussions, Frank expects the German trip will be in 
about 15 days. 

Prior to his return to Germany, Frank wants you, Tom 
Jones, Bob Gates and me to meet in California during the 
week of 20 March to discuss and to settle verbally on his 
terms of reference. Incidentally, Frank, based on the 
conversations you and I have had with him, is of the 
opinion we will not have any difficulty agreeing upon his 
terms of reference or compensation. If this can be 
accomplished, Frank would travel to Germany during the 
week of 27 March at his own expense. Upon his return 
he will advise us that our program in Germany will go and 
that he is the man for the job or, conversely, our program 
may or may not go but that he is not the man for the job. 

If the program is "go", and I believe from Frank's several 
conversations with me that this depends on his reaching 
agreement with two or three top German Government 
officials, we would be asked to put Frank's verbal agreement 
in writing. 

Frank has requested that we make every effort not to identify 
klm with anyone else in the company other than the three of 
us (at least for the time being), and 1 have told him we would 
honor this request. 
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If you agree with Frank's proposal, It would be appreciated 
if you would arrange a date with Tom and Dob and let me 
know so that Frank and I can arrange our travel schedule 
to the Coast. 


Sincerely, 


James V. Holcombe 


cc: T. V. Jones 

C. R. Gates 
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IHAI ZCICHCN <HAt NACH/UCHT VOM UNBCAC ZClCHCN DATUM 

GGB/For-vr June 30/ 1967 

Dear Mr# De Francis* 

Thank you very much for your letter of June 15. The German Federation of Aerospace 
Industries and the German Aircraft Industry have in the meantime studied the possibility 
discussed In Ports# The subject will definitely be on the agenda during the forthcoming 
meetings between the individual companies and the MOD as well as the Aerospace 
Industry Federation and the MOD# 


Whether the Issue will be favorably received, however, will not only depend on whether 
H will be presented along the industrial and economic lines discussed in Munich and 
Paris, but also on the German Air Force, which has and will exercise a much stronger 
influence on major equipment decisions than in the past# 

Already during our initial discussion I informed you about the expected Air Force attitude 
and since then I have had several indications that it will be quite negative# 

With regard to Dr# Hess' question during a tclecon a couple of days ago as to whether 
we consider it timely that Northrop approach the Air Force directly, using their 
established and proven channels, 1 believe that such a move would now be appropriate, 
'Since the German Aircraft industry appears basically very interested in participating in 
the program. However, the principal problems seem to be the Air Force ottitude and, 
of course, funds, 

i *• , 

I suggest that Northrop keep Messersch'mitt, VFW and Bttlkow posted on Its own action 
taken in the matter, while we will keep Northrop up-to-date on any important information 
we might receive# Mr# Btilkow is going to write Mr# Jones regarding this matter within 
the next two weeks# 
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I am enclosing o copy of this letter leaving it up to you whether you would like to 
forward it to Mr* Jones* 


With best regords. 



Enclosure 

cct Dr* E* Hess 

Mr. R* Seitz, Bolkow Bonn 



608 


ZUM 8CHACI8CN AN: 


Mr. Frank J, De Francis 


BOLK< V 

GCSUlSCHAf r MIT BlSCMWANKlf* HAFTUNG 


VOM BUTT 

June 30, 1967 


3 


P.S. 


I am very grateful for your highly valuable advice on the US/FRG program. In the 
meantime Mr, Bttlkow and I had discussions with Mr, George McGhee, US Ambassador 
to Germany, and Mr. John Hooper, US Minister to NATO In Paris, 

A completely new development was the French brushoff to Britain regarding further 
cooperation on their Joint VG program. Air Marshall Grandy of the Royal Air Force 
has already informally contacted General Stelnhoff, chief of the German Air Force, 
indicating Britain's basic willingness to investigate possibilities of now joining the 
US/^RG program. We are in contact with BAC, the British VG contractor company, 
ond we have preliminary indications that they also might be extremely interested in 
joining our program. 

Perhaps this development will help us in our desire to continue our cooperation with 
the US, since addition of Britain would be a move in the direction of the international 
fighter development, recently proposed by Washington, 


FORSTER 



609 


• 6100 


Boykin & Dc Fran ci* 


WATCMOATC OfHCt BUH.OINO 


WASH I NOTON, O.C.tOOJT 

July 9, 1967 


cable AOOMCB 
• “SOOSLAW'* 


0 



1 


Hr, Glenn Lord 
Northrop Corporation 
9744 Wilshire Boulevard 
Beverly Hills, California 

Bear Glenni 

In accordance with our telephone conversation of 
ye*tercay and in order to avoid any conceivable misunder- 
fttajiaings, 1 am writing to you relative to the overall 
, InUoncsAan.matter, Obviously, it would be preferable to 
h»ve a personal discussion so that wo could review every 
aspect of this matter, However, at thio time, in light 
of our schedules, this appoars to bo a luxury that v/e 
cannot afford, Therefore, as a somewhat poor substitute, 

I will try to highlight in writing cortain aspects of 
this situation! It my be well for me to state certain 
definitive conclusions at the outset and thon toy review¬ 
ing the factual circumstance a attempt to justify T.y 
rational©. 

X believe thio Indonesian matter lies in one of two 
evtroTTvsaj either it is a wcndsrful opportunity to secure a 
preferred position of operation within a country, or that 
the Barry *,rouo h*ts lost it3 offoctivonorts in don lingo with 
the Xhdcneiuaji* sxnco the consummation of thoir contract. 

' In light o.C the irc'^ndous stakes involvod, It would appear 
to me that it behoo^on any company to onreua the natter 
ao efficiently and effectively as possible to sneertain 
for itself the true prevailing circumstances. 
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Without underwriting any phase of the integrity or 
veracity of the individuala involved, and fully cognizant 
that this opportunity, if it in fact is one, is well out 
of the stream of normal operations, it would appear that 
you should take a long, hard look at the situation. 

-• Xt may be well now to recap the factual circumstances 
leading up to the present day. My first introduction to 
Dr. Barry and Mr. Mabuchi of Central Economic Dovelopmant 
Organization was brought about at tha request of former 
Governor Taves' Aide, !•!r. Harry Rodgers. The four of us 
met, along with Hr. William Point, on June 15 and the 
following fect3 were brought to light* (1) that the 
Indonesian Government in March of 1957 gave a development 
contract for the exploitation of its economic resources 
to Cedo, this contract being signed by Mr. Monotopo for 
General Suharno, affixed with the official seal of 
Indonesia, anu Dr. Barry on behalf of Cedo; (2) in addi¬ 
tion to this contract, a similar contract covering tho MAP 
program for Indonesia was given to Barry; (3) Barry 
obtained these contractu as a result of his own personal 
contacts with the Indonesians; (4) .subsequent to these 
contracts the financial backers of Cedo reduced hio and 
Mabuchi'a equity position in the company by cancelling 
debenture bonds and issuing to themselves additional 
capital stock; (5) no further financial backing was being 
given tho company and Barry and :iabuchi had exhausted 
thoir personal resources. As a consequence, they were 
looking for someone to either buy out the outside financial 
group's interest in Cedo or, if the circumstances warranted, 
thoy could decuro from the Indonesians cancellation of 
their contracts and the placing of now coinuitments to 
another organization. It was their desire to secure 
financial backing for either of these two endeavors. 

I adviced them clearly at that time that evon though 
this was not a matter which I would generally lend my 
support to, tho scops of the situation and the novel 
aspects so warranted my discussing the mutter with certain 
financial institutions that I have been connected with in 
tho past. In this regard I arranged for mootings on 
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June 28 with the Kcckefeller banking group, who are working 
with us on timber natters in Mexico. I had to cancel that 
mooting in light of the sudden illness of ny father which 
necessitated rcy leaving for California on June 25. 

In a luncheon with Ton on June 27, I referred very 
briefly to the natter inasmuch as I had previously dis¬ 
cussed it with Jim, and he suggested I talk about it with 
you. As you will recall, we discussed it on the 2Sth and 
you arranged for a meeting the following day with Sutter. 

At that you will remember, I asked that if in fact 

a satisfactory communications contract could be delivered 
to you, did you believe that Northrop night be interested 
in the entiro economic development situation. Moreover, 
until tills was checked out, should I refrain from ny dis¬ 
cussions with Rockefeller so a3 not to interest any third 
party until you had an opportunity for full evaluation and 
as3essucnc of uho Indonesian situation. Since this was 
answered in the affirmative, I have refrained to date from 
developing any further contacts with my banking pooplo in 
tlds regard. 

Now corrou a matter of critical importance. Prior to 
wy Friday rooming mooting with Suttor, I telephoned Earry 
to inform him of ny doparturo from tho agreed procedure 
with the banka to the possible diverting of this to Northrop 
and their securance of a communications contract. In our 
conversation, he became agitated, stating that, ho had 
advised ma in our ir.itial r.woting that ho had had lengthy 
negotiations with General Telephone relative to tho communi¬ 
cations system and Ganoral Telephone was propared to sign a 
contract with thorn in this rogard in tho next few days. 

1 countered that I-did not recall such reference but only 
that a contract had been lot to WA relative to transpor¬ 
tation. X then urged 1dm to permit me to continue my 
discussions with Page due to the fact that X believed that 
Northrop, if tho natter3 developed as represented, could 
well be interested in financing and becoming a part of tho 
development cc.r.pany for tho entire econor.de and MAP program 
for Indonesia. As auch, this could well avoid the noco3sity 
of ny contacting any banking group. I further advised him 
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that in this regard it would be exceedingly i.nportant for 
him to proceed in this manner because X could personally 
guarantee the integrity of tho Northrop organisation if 
thoy decided to get into the development company. In this 
connection his equity position in ouch a company would bo 
preserved and there would not bo a repetition of financial 
hi-Jinx 3 that he had heretofore been subjected to. Z 
guaranteed the integrity of Northrop inasmuch as I told him 
it was this very factor which caused mo to become associated' 
with Kortlurop in the first place* Based upon ny personal 
roconwendaUion, ha acquiesced to i\y meeting with 3utter. P.t 
that conference I advised Sutter of all circumstances within 
wy Knowledge up to that time, including the General Telephone 
wetter. A mooting was arranged for later that aftornoon, 
which wa3 attended by Sutter and May along with Barry and 
Mnbuchi. 

From the point of view of tine, because of tho General 
Telephone uutter, Barry requested that a decision be forth¬ 
coming by Pago at the earliest opportunity. Sutter countered 
with the fact that inasmuch as this v;as the July 4th v/ech-end 
and that Mr. Wshlschiaidt had already left tc/.m, ho would not 
b3 able to be in touch with him until July 5th. 

During tills meting both Gutter and May wore shown a 
copy of the Indonesian contract, a3 well as plans for a 
telecommunication a system that were prepared by tho Indo- 
^ nesians and given to Barry to utilino for his selection of 
a communications company. It developed that tho Barry group 
required for their services tho payment of $25,000 plu3 Z% 
of all work conducted by the communications firm in Indo¬ 
nesia, as thoy stated this was the.tr agreement wit}; General 
Telephone. 

As you will recall, we discuiood the overall matter 
'on Saturday on tho telephone in a throe-way conversation 
between you, Jim and Myself. A meeting was arranged at ny 
hona on tha morning of July 4th with Gutter so that ho and 
I at our loisurs could go over all aspects of this matter 
in an attempt to evaluate the entire situation. Obviously, 
the moat suspect issue was the necessity of the payment of 
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$25,000 immediately. At that time in my evaluation with 
Sutter, I 3tatod that ono of tho most positive developments 
was the fact that Barry did not want to discuss this com¬ 
munications natter with Pago, It was only as to tho possible 
intor 03 t of Northrop in tho development company, as I out¬ 
lined above, along with my personal guaranty that permitted 
Pago's entry into tho picture. In that regard I suggested 
that due to thoso motivations I felt tho $25,000 fee could 
be negotiated downward and if a nominal payment was made at 
this time, with the balance duo upon tho decision by Page 
to go ahead with the natter aftor meeting with tho Indo¬ 
nesian officials personally, that X felt I could got Barry 
to acquiesce in such on approach. In addition, I advised 
Sutter that I would not at this time disease with him tho 
details of my financial position with Page in regard to 
this matter, but that I oy.p octed to conclude an understanding 
with Pace nirmltaneously with the conclusion of an agreement 
by that cornoany with Barry, I had notified him that in 
hoeping with the standards of conduct that I have sot for 
ray naif and my firm, I had aovised Barry i'ui$y of my position 
with Korhtrop and that I expected to negotiate a separate 
contract with Pago rolative to thin matter, tho details of 
which X would inform him about. 

In hooping with that understanding I had with both 
aides of fully advising thorn of every stop I had taken in 
this matter, I telephoned Barry that evening to advise him 
of the results of ny morning meeting with Butter, he 
informed mo at that time that he was frantically trying to 
reach me all day Monday and since my office was closed and 
he did not have ray home phone, had no way to inform me that 
the previous day, July 34d, Houston of General Telephone, 
called him to arrange for a meeting on Thursday, July 0 so 
that their contract could bo concluded, At this time Barry 
asked ny advice ae to how to proceed. I informed him that 
at 8*00 a.ra. July 5th, Butter wa3 to msec with rfohlschr.udt 
to go over this matter for decision and that I v/ould meet 
with him at tho 9ano tine to go into the datails with him 
of the General Telonhone negotiations in order to ascertain 
whothox any legal binding commitment had been raado* 
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In tho couroo of ray meeting with Barry on the 5th# 
he showed me tho most important document to date and that 
was a letter from tha Indonesian Government to KcMaiaara 
stating that Barry's group not only had a contract for 
economic development in Indonesia# but also had a contract 
relative to the MAP program. Uo also showed me for the 
first time, tho MAP contract. While that meeting was in 
progress I roceived a phono call fron Sutter advising me 
that Pago had mde a decision to go nhead with the matter. 

X told him that I had Just coon docurnents that I thought 
ware ail-ir.vOr tanfc to him and suggested that ho come over 
With .<*ohl^ch:aidt for a further meeting with Barry and 
Kaouchi, A luncheon mooting vms arranged in which both 
gentlemen had the opportunity of seeing the documents I 
referred to and detailed discussions wore had relative to 
the General Telephone complex and the possibility of that 
organisation wording with Page in Indonesia# etc. 

The meeting with General Telephone# on the basis of 
my advice# v/as postponed co that Prga's lawyer and myself 
could hu.«.ier out nn agreement acceptable to both sides. 

This was accomplinhod Thursday and the contract was signed 
by Page oa Friday and is no 7 / in ny possession. 

We now como to tho real issue of why in fact this 
..latter ia being written. Throughout the couroo of this 
matter certain circumotances have* developed, the individual 
issuas of which I will discuss with you personally, which 
have done much to shake ay entire confidence. Unless this 
is restored# I cannot envision myself proceeding with the 
total freedom of action, thought and enthusiasm which has 
heretofore boon the case. As Mi been stated to ne in tho 
past days in one form or anothor, it appears that tho burden 
has been placed on mo to guarantee in fact the truotworthi- 
neso of this undertaking. This I ca.inot and will not do. 

* Cortaiily, you all know better than I the inherent risk 
in any business matter. I will even venture to say that this 
io tho 1.1031 e;;trrmo# literally "horobrnined , ‘ circumstance 
that I have ever bacons ur.gagod in, but equally, I can say 
to you, I ha/3 never seen in the course of my international 
practice, a government give any contract of tho immensity 
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and scope that it has done to Darry, and further officially. 
conmunicata the Imowlodge of that contract to tho Socrttaryj 
of Pofonoo. ! 


Thi 9 venture possibly does not even necessitate the 
expense involved in a trip to Indonesia since preliminary 
discussions may ha had with Indonesian officials here* Aa 
you know, fionotopo and durnano ore scheduled to come to 
Washington July 14 and 15 £cr a meeting with ItcKamara. 
during their visit, meetings purportedly will ho arrar.god 
for you aiiw* other Page-Northrop officials so that you can 
discuss the scope of the entire situation with the Indo¬ 
nesians* 

I believe that the iosuo resolves itself down to cue 
fundamental point — does Barry have tho position with the 
Indonesian Govornment in July that was manifested by tho 
contracts given to him in harch and tho notification of 
those contracts that was sont to i-Iclamara* 1 don't even 
believe Barry hat.seif quite knows the full extent of that 
answer. fhero is no question that his ability to produce 
id auepeca and this must bo apparent to the Indonesians 
by now* On the other hand, if it v.*ero otherwise, we would 
not have tho opportunity to develop this situation* If 
tho an.swor to tho aforesaid question is in the affirmative, 
there can be no question that tho exploitation of en entire 
country stands as a distinct possibility of realization* 

If tho an3v/or to that i3 -in tho negative, then this medium 
of approach for Pago m Indonesia voula net bo practicable. 

Tho oxponjs that Page h&3 therefore is tho time that 
ha3 been spout plus the 4-5,000 fee that is to bo paid upon 
execution of a contract* 


Frankly, Glenn, just tho way I utilised my position 
with Barry to accept tho *5,0U0 rather than $25,000 upon the 
signing.of the contract, I could conceivably have gotten no 
paynsnt to him until aftor the Washington meetings. In 
good conscience 1 did not feel that this was fair to him in 
light of the fact that ho is depending solely upon mo for 
advice in tills matter and that I have so strongly urged him 
to deal with Page rather than Concral Telephone for the 
reasons enumerated above. 
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If in the payment of the $5,COO there would of 
necessity bo delegated to ms the responsibility, aa has 
been stated to mo, that Page has only gone into tho matter 
based upon my recommendation, I would prefer to drop tho 
entire matter now, I believe that tills is a business 
venture, with all attendant risks. 3owever, every mooting 
that has taken place has been dictated by logical, rational 
procedure. I do not say that at the very inception this 
meter, in and of itself, is not highly unusual and out of 
tho norm ox tho standard procedure, but, alternatively, 
the rov/aroj appear to justify the rial;. Keverthelesa, 
tliia is a doerjicn that only Tom, you, and the rest can. 
make. 


Concurrent with my entire feeling and of equal 
importance to ua, is tho subjoct of iuy remuneration rela¬ 
tive to this matter# X would have exacted th*.t this would 
have boon brought up uc no rather than ;.ry having to raise 
it on two or three occasions without ony fruitful conclu¬ 
sion* to date. There can bo no gucotion that tho 
enthusiasm with which I worked in tho pant is today cur¬ 
tailed to a grout extant by the fact that there has been 
an absence of intensity of effort to finalise a formal 
agreement with me. This ij now being repeated with the 
Page group and the overtones are ronuthlng less than 
satisfactory to me. X wonder whether in fact X arc just 
being taken for granted. I have r.uver worked on any project 
that I do not fully boliova in a.c a matter of principle, 
nevertheless, I have never acted for any client on such an 
informal basis of understanding nj has been my practice 
these paat months. 1 fool that ti:^o ia overdue for the 
formalisation of relationships and un lor standing 3 that 1 
have or will have with your companies. 

As we discussed, 1 will hold the Page contract and 
not deliver at to 3arry until you ha /a had an opportunity 
to xoviow this ontiro ratter and uuke a decision on whethor 
you wish to proceed or net. If tha decision is in tho 
affirmative, X expect that all future C.jvoloon»nt3 will 
bo handled in a proper manner. If you decide not to go 
ahead with tills undertaking, X will return the contract 
to you. 
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I have advised Mabuchi of our recent telephone con¬ 
versation and the fact that I will hold up the contract 
until I receive affirmative assurances of-understanding 
from you. lie is going ahead with n mac ting arranged 3jy 
Houston with them for Monday afternoon. I have their 
guaranty that they will not sign a contract with General 
Telephone until 1 hear from you, which I would expect to bo 
some tins on Monday, or Tuesday at the latest. I think they 
will koap thair commitment to no if for no other reason than 
ry anticipated help in securing the financing for the 
development company. I should add, however, that my per¬ 
sonal impression of then both io that fchoy will keen their 
word ae gentlemen. Therefore, I would ask that I hvve the 
opportunity of honring from you at your earliest convenience. 

As v/e hovo ogreod, 1 ara sending Ton and Jin e copy of 
this letter so thrt ycu may have the opportunity of fully 
dir. tun sing it with then. I an our* that you will appreciate 
th/t there are r.rny details that T have pot gone ir.to, 
which do not lend themselves to writing, but which have 
been very instrumental in arriving at my present personal 
feeling. This letter has become too long thy ns it is, 
however, I feel it io all-ir.portant that you have the 
ber.ofit of certain of my views in writing and for the record. 

Kindest personal regards. 

Sincerely, 

Shrank J. De Francis 

FJDi re 

cc: Hr. Thor.iao V. Jones 
Mr. James Holcor.bo 
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NOHTHROP CORPORATIOrj inter-office memorandum 

Thomas V, Jones from: George Goro 

i \r:t Procurement Regulations of the Federal d*t«: August 30, 1967 

Republic of Germany 

rtf: 


In our inter-office memoranda regarding the employment of 
Frank J. De Francis we state that commission payments to him 
shall be made only if that may legally be done and without penalty 
—of any kind to Northrop. I think I should explain to you my present 
understanding of the German Procurement Regulations as they re¬ 
late to this particular subject. 

On January 6, 1961, Mr. Strauss issued a proclamation "regard¬ 
ing the placement of public orders within the scope of the Federal 
Minister of Defense. " One portion of this proclamation prohibits 
a seller (such as Northrop) from dealing with the offices of the 
German Defense Ministry through a third party without the consent 
of the Ministry. Under this provision, it is propor for full time 
employees of Northrop to deal with the Ministry but a third party 
dealing on our behalf requires a permit from the Government. 

This prohibition does not apply to lawyers, public accountants, 
or members of other recognized free professions to the extent 
that they are acting only as consultants in legal, tax, industrial, 
economic or technical matters. The consent of the Ministry 
to the use of a non-employee is ordinarily accomplished merely 
by entering his name in a roster kept by the. Defense Ministry. 

Another provision of the proclamation states that "at the occasion 
of negotiations or contracts with buyer, seller may not grant or 
have granted commissions" without the written approval of the 
Ministry, If the seller violates this provision, the purchase price 
may be reduced by the amount of the "agreed upon or paid commission." 
The German Government also has the right to withdraw from the con¬ 
tract or terminate it " with immediate effect" if there is a violation 
of this provision or of the provision prohibiting the use of non-employees 
without tho approval of the Government. 

The validity of Mr. Strauss' decree was contested in the German 
courts, but this year a decision was handed down that the decree was 
valid and that a Minister has the right to exclude persons from personal 
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NORTHROP CORPORATION inter-office memorandum 

,0 Thomas V. Jones George Core 

wtixt: Procurement Regulations of the Federal <>•<•: August JO, 1967 

Republic of Germany 

cop«e»: 

Page 2 

visits to state officials and employees within his Ministry. Since 
this decision was rendered, the Ministry of Defense has made plans 
to withdraw all permits granted to non-employees. The Ministry 
wishes to negotiate only with the employees of the seller. 

Assuming that the law continues to remain as set forth above, it 
would not be legal to agree to make or to make any commission 
payments to Mr. De Francis without securing the written approval 
of the office of the Federal Ministry of Defense at the time die, 
contract or license is negotiated with the Government for the manu¬ 
facture and sale of F-5 airplanes. I have seen some indication that 
such written approval is not nedessary unless the Ministry places 
in the contract or license the equivalent of our ASPR clause en¬ 
titled "Covenant Against Contingent Fees." 1 do not have enough 
information to verify this, but I see no justification for this ex¬ 
ception in the proclamation and, in any event, it appears that the 
Ministry i s now very alert to this subject and will incorporate the 
clause in future contracts. 


George Gorep'Vice President, 
General Counsel and Secretary 


GGirk 
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Off*» Oi Ui* Pr»t4*nl V* CAwmii 


March 16, 1973 


Mr. Frank J. Dc Francis 
312 Watergate Office Building 
2600 Virginia Avenue, N. W. 

Washington, D. C. 20037 

Dear Mr. De Francis: 

Under a letter contract dated May 13, 1969, we retained you to assist and 
advise us in planning and carrying out our internafinal programs and 
activities. This contract expires by its terms on March 20 f 1973. This 
present letter is written for the purpose/of setting forth the terms of our 
continuing relationship. 

As a consultant, you will continue to assist and advise us in planning and 
carrying out our international programs and activities. Your services 
will not extend to any of our domestic business and specifically will not 
extend to sales to the United States Government or any department, 
agency or instrumentality thereof. In the perfbrmance of your work, 
you will report directly to the Chief Executive Officer of the Company. 

You will also consult with other of our Company officers, as requested 
by him. 

We will furnish you,with such technical and other information as, in our 
opinion, is necessary or desirable for the proper rendering of your 
services. Any such information shall be deemed confidential and pro¬ 
prietary to us, and you agree that you will not disclose such information 
to third parties, except to the extent approved by us. 

s- 

Nothing contained herein shall be deemed to create the relationship of 
employer and employee or principal and agent between you and us. You 
shall nave no authority to commit or obligate us or any of our divisions 
or subsidiaries or to execute contracts on our behalf or theirs, 

Tnis consultant contract shall be for a period of fifteen (IS) years 
commencing March 20, 1973, but shall terminate upon your death, if 
that occurs prior to the end of the fifteen (IS) year period. 


,C' .V05 Co.‘?3.**:.OA 


iMQ C**fwry Eft. 


C«flfwryC*ty 


LMAAC«*».C*M0*n<« 90047 
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Mr. Frank J. Dc Francis -2- March 16, 1973 

For the services rendered by you hereunder, we will pay you at the 
rate of One Hundred Thousand Dollars ($100,000) per year, payable 
as follows: Fifty Thousand Dollars ($50,000) each six (6) months, 
with the first Fifty Thousand Dollar ($50,000) payment to be made 
September 20, 1973. In addition, y>u will be reimbursed for all 
expenses of travel and subsistence incurred by you in performing 
services hereunder, upon the same terms applicable to, and subject 
to the submission of the same documentation and justification we re¬ 
quire of, our senior executives* Such reimbursement will be made 
only for travel outside the Washington, D. C., area, and only when 
such travel has been authorised in advance by our Chief Executive 
Officer. Any and all other expenses that you may incur in performing 
this contract shall be borne by you, except those specified in the third 
paragraph of this page. Your expense vouchers will be submitted to 
our Corporate Offices in Los Angeles and shall be subject to approval 
by our Chief Executive Officer* 

If y>u and our Chief Executive Officer agree that in certain instances the 
services rendered by you hereunder were extraordinary and unusual, in 
tsrms of activity and effort and value to us, and beyond those contemplated 
by this agreement, then additional compensation will be paid you for such 
services, in such amount as the Chief Executive Officer, in his discretion, 
may determine to be equitable. 

You are authorized to engage other personnel to assist you in performing 
tr.is contract. Payments made to them by you will be reimbursed by us, 
provided our Chief Executive Officer approves in advance the engagement 
and the amount to be paid. 

During the term of this agreement, you witl not perform services of the 
nature contemplated hereunder for any other party competitive with us. 

You will comply with all laws, regulations, proclamations and decrees 
or thj United States Government and of foreign governments as they 
apply zo matters of security arising in the performance of this agreement. 
You will also comply with all laws, regulations, proclamations and decrees 
of foreign governments as they apply to this agreement and the services 


l, 




- 76 - 40 
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Mr. Frank J. De Francis -3 


March 16, 1973 


rendered hereunder. You agree to indemnify us against and to hold 
us harmless from all claims, loss, cost and expense resulting from 
any failure so to comply. 

If the foregoing provisions are acceptable to you, will you please sign 
and return to us the enclosed two copies of this letter, thereby creating 
a contract between us. 


Very truly yours. 



Agreed anc^Accepfed j . * 

*'* 4 * // •*** 1071 
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To: 

Si'bjocl: 

Cop *»: 


N.tiii.itv rtf*p«i*r!i:»ii. Corptu.itc OMko 
H OT Ci .iPiry Park Lot Angeles. CA U00C7 


Fiww: 

Thomas V. Jones ' George Gort, 

Polo: 

Contracts For Personal Services March 16, 1973 

Longer Than Soven Years 

s«f> 


Undor California Law, a contract to render personal services may not 
be enforced against the one rendering the services beyond seven years. 
This means that such person Is not legally bound beyond the seven 
yoars and he Is not legally "tied up" beyond that period. 

Xf such person continues to perform services beyond the seven years, 
the compensation set forth in the contract is a presumptive measure 
of the compensation due him. This means that he might be ablq to 
provo that his services were worth more than the figure set forth 
in tho contract. 

• /j .. 

George Gore 
Vice President and 
deneral Counsel 
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ECONOMIC AND DEVELOPMENT CORPORATION (EDC) 
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£xfat<t ['rt>»\)ctkr {ft *I M". X[/ ];r<-> h 
ECONOMIC AND DEVELOPMENT CORPORATION 


A t. ^ . Crw 

A'** /x;y 


This corporation was officially set up on March 22, 1971, in Zurich, 
Switzerland, for the purpose of acting on Northrop's behalf in the promotion 
and sale of the Northrop F-5 series of aircraft. Payments to it would be 
made on a commission basis according to a prescribed schedule. Payments to 
date have been $200,000 upon Incorporation and $50,000 paid to Mr. De Francis 
for organization costs. 

The owners of the stock of the corporation are Andreas Froriep, Rudolf 
Kleiner and I. Isler. There are no American owners or beneficiaries. 

ACTIVITIES 


The purpose of the formation of the Economic and Development Corporation 
w^s to provide a means of highest level support of Northrop's Interests and 
activities around the v/orld, but especially Europe, In the support of the sale 
of the F-5 family of aircraft. This Is deemed necessary to provide the broad 
and high level support at political, Industrial and economic decision-making 
levels that are Important to selection on any major governmental procurement. 
Northrop experience and the experience of others have Indicated this is 
absolutely necessary to complement the direct technical and marketing efforts. 

It was felt that by providing this responsibility in the hands of one 
International organization, It could, In turn, employ those nationals in each 
country best suited to achieve results.. " 


One of the underlying factors and conditions that was a prerequisite in I ^ 
the organization of the Economic and Development Corporation was that it ^ 
remain a separate and Independent organization. As a consequence, the methods 
and utilization of personnel on behalf of the corporation are so structured 
that It is able to advance the cause of Northrop in the sale of the Inter¬ 
national Fighter not only on the basis of confidentiality, but also uniquely 
independent of any Northrop connection. This principle provides a wide degree/ 
of flexibility In procuring the best people for the particular assignment at K 
hand and, in many instances, enables the securing of persons who otherwise / 
could not be directly Involved for variant reasons with Northrop as such. s 


QUALIFICATIONS 

Each of these individuals as organizers and owners of the business are 
Internationally respected as persons of the highest competence In the field of 
International business, especially Europe. For example. Dr. Froriep, the 
Chairman, Is the European for the well-known U. S. investment advisory service, 
"American Institute for Economic Resources". The others are businessmen and 
bankers of broad and trusted ability. 


EXHIBIT IV-C-2 
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FURTHER COMMENTS RESPECTING 

ECONOMIC AND DEVELOPMENT CORPORATION AND MR, PE FRANCIS 


When Mr. De Francis first came to Northrop, he stated that he was much 
more interested in participate financially in some way that was tied to the 
success of our aircraft sales program. At the time I said that while it was 
unusual. It might be worked out. It was first thought that Mr. De Francis 
could organize such a group as later became the Economic and Development 
Corporation and personally participate. Ifte first contract that was written 
was written,with Mr. D e Franc is as a prlncl^OiLthe,j 5 >rg,ajij zation . then, as 
It 'became appirertT“tMrW vfau KrndfBrsuccessful in seTTTng tne“compete 
development program for the -21 to the Europeans and It was likely that it 
would be a U. S’, funded development, I felt that it was not appropriate for 
an American national to participate In the benefits of this U. $. funded 
development program. 1 therefore asked Frank that he Incorporate the company 
with no U. S. participation, that In recognition of his Increased activities, 
we would Increase his fees to the appropriate level at the appropriate time 
and would extend the length of Ms contract to compensate for his lack of 
participation. My reasons for feeling that It was wrong to participate were 
twofold: It could bo questioned within the U. $. Government, but also, most 
Importantly, I felt that Frank's responsibilities be totally and solely to 
Northrop, especially because the foreign organization Interests would have to 
be In receiving commissions on sales. Therefore, there could be a complication 
between their short-term Interest In their own return and the long-term Interest 
of the corporation. Another reason for a longer term contract was that I was 
aware that other companies, sensing our success In the foreign marketplace, 
knew of Mr. De Francis' relationships with Northrop and were making offers to 
him considerably more financially attractive than ours. It was for this reason 
I felt that, although unusual In the normal sense, It would be to the Interests 
of Northrop to give Mr. Oe Francis a long-term contract. 
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MANX J. DC mANClS 

August 18, 1971 

r 


CABLE ADDRESS 
“BOOCLAW * 

996*0100 


Mr. Thomas V. Jones 
Chairman of the Board 
and President 
Northrop Corporation 
1800 Century Park East 
Los Angeles, California 90067 

Dear Toms 

In accordance with our understanding and your 
instructions thereunder, I am to handle all of the legal 
details pursuant to the organization of the sales cor¬ 
poration in Switzerland which will support your sales 
effort of the F-5E (F-521) throughout the world. 

As you requested, I was able to secure the name 
I "Economic and Development Corporation" for the Swiss 

company which has its corporate seat in Zug, Switzerland. 

It was capitalized on paid-in capital of 50,000 Swiss 
francs with bearer shares with a par value of 100 Swiss 
francs each. As you directed, the management and directors 
are totally foreign nationals and will continue to be com¬ 
posed solely of non-Americans. The Chairman of the Board, 
Dr. Andreas Froriep, is an outstanding Swiss national and 
has a widespread international reputation. An independent 
reference in this country, over and above my own, as to 
Dr. Froriep's reputation and general character may be 
obtained from the American Institute for Economic Resources, 
Great Barrington, Massachusetts. » 

Through Dr. Froriep's international connections he 
will promulgate the organization by bringing in to the 
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corporation’s staff such personnel from the various 
foreign countries as will help develop the sales potential 
of Northrop’s International Fighter throughout many areas 
of interest in the world. He and other members of the 
Board well recognize that the stock of the corporation is 
not to be owned either directly or indirectly by any 
American interests and is to be used in the most efficient 
and expeditious manner for the development of the corpora¬ 
tion's stated objectives — dealing with the sales and 
marketing of the F-5E in foreign countries. In this 
connection, he will, on the corporation's behalf, engage 
in each country where interest in the F-5E may be generated, 
nationals of that country who may be able to make a sub¬ 
stantial contribution toward concluding a sale for the 
F-5E within that specific country. For example, in the' 
Federal Republic of Germany, he will call upon the services 
of Dr. Franz Bach, whose knowledge and expertise is of a 
unique~Tiature. Not only has Dr. Bach been a former 
Ambassador to Iran and is currently a member of the German 
Bundestag, but he also acts as Commercial and Financial 
Adviser to Siemens Company, which as you know, is not 
only dominant in its field within Germany, but has a 
world-wide operation. 

The date of incorporation of Economic and Development 
Corporation was March 22, 1971. During the past year and 
a half I have spent considerable time, in accordance with 
your instructions, not only in supervising the legal details 
of incorporation, but insuring that the initial personnel of 
the corporation are of the caliber and standard you would 
require. In this regard, the Board of Directors have agreed 
that the stock of the corporation is to be used as an in-, 
centive bonus for foreign personnel that it retains to act 
on its behalf in addition to basic retainer salaries. I 
am personally convinced that this concept, which in my 
experience represents a new innovation in foreign sales 
marketing, has a wide and tremendous potential. I believe 
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that it will prove to be an important ingredient in 
increasing the sales market for your International 
Fighter. 

I have reviewed your proposed contract with the 
Board of Directors and they are prepared to enter into 
the Agreement as you have presented it. 

I am enclosing for your added information the 
Articles of Incorporation and the corporate statutes of 
“Economic and Development Corporation”. I trust that the 
corporate organization and the personnel that have been 
retained at the managerial level meet with your approval 
and I wish the company every success in its endeavors. 

Kindest personal regards. 

Sincerely yours, 

/ s 

L ' 

Frank J. De Francis 


FJD/bch 


Enclosures 
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August 9, 1974 


Mr. Thomas V. Jones 
President 

The Northrop Corporation 
Northrop Building 
1800 Century Park East 
Beverly Hills, California 90067 

Dear Tom, • 

I certainly enjoyed hearing from you this week. In. 
accordance with your telephone request, I will set out cer¬ 
tain of my thoughts in regard to "the Economic and Development 
Corporation. Your original concept and unique marketing 
innovations of utilizing local nationals within country or 
persons having a particular identity to the subject nation 
has always been enthusiastically supported by me. In my 
opinion, the wisdom of such a basic rationale is clearly 
reflected‘if one merely studies the disappointing results 
1 emanating from the abortive endeavors in connection with 

the excellent opportunity for overall marketing and consul¬ 
tant agreements that existed in the program with Indonesia. 
Certainly, the experiences of U.S. firms attempting to 
market in countries in which they are not familiar has a 
long record of failures. You are in a most singularly 
superior position to evaluate marketing efforts utilizing 
this technique as contrasted with personnel that are well 
acquainted and familiar with a country's customs, political 
structures, etc. 

In endeavoring to implement your basic principles in 
establishing the factual and legal framework for such a sales 
entity, I went to extreme measures to insure that its cor¬ 
porate head would be a man of impeccable reputation and inter¬ 
national accumen. I well realized that around him would 


EXHIBIT IV-C-1 
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revolve the focal point and prime thrust for the organizations 
ultimate growth and development. Since it is an entity that 
is not under the control, either directly or indirectly, of 
Northrop or any of its subsidiaries and is to act in a totally 
independant capacity, the need for an appropriate head whose 
integrity and abilities are beyond question is fundamental to 
its success. 

In acting with your mandate to initially organize such 
a corporation, I did not want to place myself in a position 
of recommending any one to you who could in any way have been 
challenged on the grounds of either special interest or patroni- 
2ation on my part. Despite the fact that, for the most part, 
my professional life has been spent in international matters, 

X firmly decided that the person who should head the organi¬ 
zation you envisioned should be totally outside my sphere of 
work and activity. I felt it was in the interests of all con¬ 
cerned that I have no previous personal or professional relation¬ 
ship with him. In so doing, I passed over the names of many 
outstanding international figures. For example, prior to his 
appointment to the German Supreme Constitutional Court, my 
correspondent attorney in Germany for almost twenty years had 
been the world-renowned Dr. Fabian von Schlabrendorff. I am 
sure that you will recall that he is the principal subject of 
General Donovan's book, "The Man Who Almost Killed Hitler". 

I felt that due to our personal relationship and, more impor¬ 
tantly, in the attorney-client posture that I enjoy with the 
Northrop Corporation, I wanted to insure that the selection 
of the person to head up and carry through with such a sales 
organization be a man independent from any charge of favoritism 
that might eranate from any quarter in the then past, present 
or future. 

After months of research and utilizing the innumerable 
international connections that I have developed in both my 
professional and personal career, I selected, as you know. 

Dr. Andreas Jroriep of Zurich, Switzerland. I came to realize 
that the strength of Dr. Froriep's reputation and connections 
in literally every part of the non-Communist world was uniquely 
significant and afforded an unusual opportunity to develop 
and implemen- the plan of securing personnel within or know¬ 
ledgeable cf subject countries to promote, develop, and expand 
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the efforts of Northrop in the sale of its International 
fighter. As I previously related to you, the recommendations 
concerning Dr. Froriep were not only of foreign origin but, 
for exaaple, in theru.S. I received the highest recommenda¬ 
tion from the well-regarded investment advisory service,, the 
American Institute for Economic Resources. 

I am not personally conversant with the corporation's 
other incorporators such as I. Isler or R. Kleiner. However, 
in reviewing most thoroughly with Dr. Froriep the basic princi¬ 
ples of organization and implementation of your marketing 
concepts, I emphasized that the personnel he would subsequently 
engage should be in keeping with the high standards that 
characterize his personal and professional career. As I 
previously reported to you, an illustration of the type indivi¬ 
dual we discussed was Dr. Franz Bach who at one time was 
Chancellor Adenauer's key political and foreign advisor, held 
Ambassador or counselor post& in Iran, Saudi Arabia, and Hong 
Kong, was a former member of the Bundestag and is the Middle 
East consultant and advisor to one of the world's largest 
electrical companies, Siemens A.G. Dr. Froriep well recog¬ 
nized that the utilization of the shares of a corporation as 
an employment incentive backed up by the sales agreement bet¬ 
ween Economic & Development and the Northrop Corporation per¬ 
mitted an outstanding and unique opportunity of bringing into 
realization and implementation a new medium in sales organi¬ 
zation and development. 

Since this corporate entity was to be totally free to 
act in an independent capacity I have not endeavored to become 
conversant with the details of its operation. In fact, in the 
past nineteen months, I have had the occasion to personally 
see Dr. Froriep only twice, the second only being last week 
on his visit to the United States. At cha; cine, he related 
to me in a most forceful manner thac he foit tha sales results 
of the International fighter throughout the variant eo.intri-:s 
were most gratifying but parenthetically expressed keen disap¬ 
pointment in regard to the fact that, to-dvta, the cash flow 
under the term3 of the contract with Northrop have r.ot been 
effectively implemented. As to my direct questions regarding 
the specific involvement of his company ir. bales efforts in 
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the different countries, he reminded me that one of the 
.underlying factors and conditions that was a prerequisite in. 
his organization pf the Economic & Development Corporation 
was that it remain a separate and independant organization. 

As a consequence, the methods and utilization of personnel on 
behalf of the corporation are so structured that it is able 
to advance the cause of Northrop in the sale of the Inter* 
national fighter not only on the basis of confidentiality but 
also uniquely independent of any direct Northrop connection. 

He stressed to me that, as you originally envisioned, this 
principle gives him a wide degree of flexibility in procuring 
the best people for the particular assignment at hand and, in 
many instances, enables him to secure persons who otherwise 
could not be directly involved for variant reasons with 
Northrop as subh. He strongly feels that such a fundament 
has become an essential ingredient in the overall success of 
the operation. He further stated that Northrop has been able 
to engage the benefit of an independent sales entity without 
the necessity of an annual stated cash flow for expenses, 
retainers, travel, etc. and thus its payment is limited only 
to actual sales success. In short, expenses are in proportion 
to the actual financial success realized by Northrop in sales. 

Tom, there can be little question in my mind that the 
sale of the International fighter and its acceptability through¬ 
out the world has exceeded even the moat optimistic forecasts 
by the proponents of this plane. Certainly, this stands as a 
marked testimonial to the efforts, energies, talent and time 
that has been employed in the development, promulgation, and 
sale of your International fighter. 

Kindest personal regards. 

/ 
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' ” Memorandum ' 


Norlhiop Corporation, Coipor.V." Ollice 
1100 Century Park Ea»l, Lot Angclct, CA * 


Welko E. Gasich 


15681828? 

PTilSflTti 


In reply reler to: 


from: George Gore 


The Economic and Development Corporation 


*>•»•: January 21, 1972 


C«H>*#V Ktt; 

Under elate of September 2. 1971, our Company entered into an agreement with 
The Economic and Development Corporation (EDC), a Swiss corporation. A ■ 
copy of thio contract io enclosed, with the admonition that it i s highly c onfi¬ 
denti al, should be retained in your files only, and should not be reproduced. 

By this agreement. EDC it appointed our representative for the sale by 
us of the F-5-21 airplane to any government throughout the world except 
the United States Government, The appointment is not exclusive, i.e., we 
may appoint (and in fact have appointed) oihor sales representatives for the 
sale of the F-5-21 airplane. 

If an F-5-21 airplano, or any component or spare part thereof, is sold to any 
foreign government during the term of the agreement, a fee is payable to 
EDC in accordance with the nchedule attached as Exhibit A of the agreement. 

In Exhibit A, sales arc divided into "Direct Sales" and "Indirect Sales." 

The former are sales directly by Northrop to the foreign government. The 
latter aro sales by Northrop to the United States Government for redelivery 
to a foreign government. As to Direct Sales, Exhibit A contains a fixed 
schedulo of fees. As to Indirect Sales, the provioion io that a fee " may be 
payable." The language of Exhibit A, with rospect to Indirect Sales, Is that 
compensation "may be paid by Northrop, if in its discretion, the exercise of 
which shall be conclusive, it seems such payment is warranted and is provided 
by the U. S. Defcnso Department (ASPR) regulations." If a fee is payable on 
Indirect Sales, the amount is determined by the schedule for fees for Direct 
Sales. Obviously, if tho laws or regulations of the United States prohibit a 
fee on ouch Indirect Sales, we cannot pay a fee. 


Similar compensation is payable to EDC with respect to the licencing by 
Northrop of F-5-21 parts and components to be finally assembled in the 
completed aircraft. 


If Northrop accepts any orders for tho sale and delivery of the F-5-21 air¬ 
plane to any government in the world other than the United States Govern¬ 
ment, ouch orders shall bo deemed to have been accepted by EDC and EDC 
shall bo paid a fee in accordance with Exhibit A, wholher or not EDC had 
anything to do with tho order. 
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The Economic and Development Corporation d*u> January 21 p 1972 


tmaa®, 


George Gore 


- 2 - 

Compensation Is payablo to EDC only as Northrop receives payments In 
U*S. dollars* In computing fees payable to EDC, only dollar amounts 
actually received by Northrop are taken into account, i* e., payments 
made by the foreign government directly to engine manufacturers and 
other vendors and suppliers are not included in the base. 

The term of the Agreement commences September 2, 1971 and continues 
until terminated by agreement between the two parties to the Agreement* • 

We J? a ye P a *d thc $200, 000 referred to in Article FIFTH (d) at the top 
of page 4 of the Agreement. 

Aside from making you aware of this Agreement, the principal purpose of 
this memorandum ic to make certain that y'our coots and prices for the 
F-5-21 take into account the possibility of fees for EDC* 


George Gore, Vice President, 
General Counsel and Secretary 

GGsrk 

Enel* 
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AGREEMENT 


THIS AGREEMENT, road# this 2nd day of September, 1971, by 
and between tha Northrop Corporation, 1800 Century Park\East, 
Century City, Loa Angalaa, California, a corporation organized 
under tha lava of tha Stata of California and harainaftar callad 1 
Northrop, and Tha Economic and Davaloproant Corporation, a cor¬ 
poration organized under tha lava of Svi tear land, within tha 
Canton of Zug, harainaftar callad Rapraaantativa. 

WHEREAS, tha Northrop Corporation anticipatee a global demand 
for tha P-5-21 airplana and as auch recognizes that axpart knowl¬ 
edge, ralationahipa and particular capabilities are needed to 
enhance tha poaaibility of aalaa to foreign countries, and 

WHEREAS, Northrop does not presently possess within its 
organisation such capabilities or does it feel that this activity 
can bast be performed within its said organisation, and 

WHEREAS, tha Northrop Corporation desires that tha inter¬ 
national company, Tha Economic and Davaloproant Corporation, which 
was formed and organized to affaotuata this objective, act as 
its Rapraaantativa, and 

WHEREAS, tha Rapraaantativa wishes to act in tha capacity 
as contemplated within tha terms of this contract as sat forth 
hereunder, 

NOW, THEREFORE, it is hereby mutually agreed as followss 


WITNESSETH 


FIRST t Representative is hereby appointed Representative of 
Northrop for the sale by Northrop of the F-5-21 airplane to any 
government throughout the world with the exception of the govern-y 
mant of the United States. 

SECOND t Representative shall devote efforts to the cultiva¬ 
tion of markets and sales prospects for, and the sale to any of 
the Governments in the aforesaid areas of the F-5-21 airplane, 
manufactured or sold, or both, by Northrop in accordance with 
sales programs from time to.time given to Representative by 
Northrop. Representative shall not, during the term of this 
Agreement, without the prior written consent of Northrop, sell 
or offer to sell or to distribute, either directly or Indirectly, 
any other aircraft or parte therefore manufactured by or for 

- Vi - 


EXHIBIT IV-C-3 
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THIRD : Representative shall assume and discharge for his 

own account all costs, expenses and charges necessary or inci¬ 
dental to the said representation, including without limitation, 
license and other fens and expenses of communicating with Northrop 
(when Representative initiates the communication) and shall indemnify 
Northrop against, and save it free and harmless of and from, all 
such costs, expenses and charges and all claims, promises, guarantees, 
debts, obligations and liabilities of every nature and kind (herein¬ 
after called "expenses' 1 ) made, incurred, contracted or created by 
Representative which have not been specifically assumed in advance 
in writing by Northrop. At the time of submitting a claim for 
reimbursement of any expenses which have been specifically assumed 
in advance in writing by Northrop, Representative shall Include a 
copy of the authorization and shall itemize such expenses in detail* 
Any claim which is not so documented shall be disallowed. Repre¬ 
sentative should not transfer funds to or pay the expenses of any 
Northrop employee. Northrop will not reimburse Representative for 
any funds transferred to a Northrop employee or any expenses paid 
on behalf of a Northrop employee by Representative unless 
specifically approved in advance in writing by Northrop. 


FOURTH : Representative shall, and it is intended that 
Representative will, act as an Independent contractor hereunder. * 

It is agreed that Representative is not, and that it is not intended ( 
that Representative shall be deemed to be, an employee of Northrop* 
or an agent of Northrop. No order, contract or other agreement / 
shall be accepted by Representative on behalf or in the name of 
Northrop, or executed or approved by Representative in the name 
or on behalf of Northrop, without specific written authority given 
in advance by Northrop. In any event ail such sales and all of the 
terms and provisions of all orders, contracts and agreements executed 
oar accepted by Representative in the name and upon behalf of Northrop, 
pursuant to such specific authority, shall be subject to approval, 
acceptance and ratification by an Officer of Northrop. Except to 
the limited extent contemplated by this Subdivision FOURTH, Repre¬ 
sentative shall in no respect act or represent himself as the agent 
of Northrop, and no agreement of agency shall be deemed to arise 
herefrom. No associate, partner, employee, agent, represencative 
or subagent of Representative shall have any power or authority 
independently to accept on behalf of Northrop any order, agreement 
or contract, or to make, incur, or create any claim, promise,' 
guarantee, debt, obligation, expense or liability of any kind 
whatsoever in the name of, or on behalf of, or for the account of, 4 
Northrop, and all such associates, partners; employees, agents, 
representatives and subagents shall be solely those of Representative 


and not of Northrop, and no act of any thereof shall bind or obligate 
Northrop except to the extent-that such act would bind or obligate 
Representative and the act is one Representative has been specifically 
authorized in advance by Northrop to perform in the name-of or on 
behalf of Northrop. No subagent shall be appointed by Representative! 
in connection with this Agreement without the prior written consent J 
of Nr>~ 


59*120 0 - 76 -41 
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"IFTH : For acting as Northrop's sales representative and 
for performing services in such capacity, Representative shall 
receive in connection with the sale by Northrop of the F-5-21 
airplane to any 1 Government in the aforesaid areas compensation 
in accordance with the following provisions and schedules: 

(a) Military Sales . With respect to any direct sale by 
Northrop to any Government in the aforesaid area sums shall be 
payable to Representative, and with respect to any indirect sale 
:>y Northrop sums may be payable to Representative at Northrop's 
option, on the F-5-21 airplane, or any components or spare parts 
in connection therewith intended at the time of delivery for use 
by the military, sold to any Government in the aforesaid areas 
(excluding products of the mind, including but not limited to 
drawings, data, plans, specifications, patents, license agree¬ 
ments. etc.) during the term of this Agreement, in accordance with 
the applicable provisions of the schedule attached hereto marked 
Exhibit A, and by th‘*» reference made a part hereof. 

(b) License Agreements . With respect to any direct 
sale by Northrop during the term of this Agreement sums shall 
ce payable to Representative, and with respect to any indirect 
sale by Northrop during the term of this Agreement sums may be 
payabxc to Representative at Northrop's option, on items (airplane 
spare parts, airplane parts or assemblies to be final assembled 
ir.to completed aircraft, tools, jigs, dies and other physical 
..•anufi cturing aids) intended at the time of delivery for use in 

the manufacture and/or assembly of Northrop F-5-21 airplane intended 
for the use of any Government in the aforesaid areas, in accordance 
with -he applicable provisions of the said schedule attached hereto 
and mucked as Exhibit A, and by this reference made a part hereof. 

(c) All payments to be made to Representative as herein¬ 
above provided, shall be payable only as Northrop receives payments 
in U.S. dollars for the performance of F-5-21 Sales Contracts and 
as Northrop receives payments in U.S. dollars of Signing fees and 
Royalties. If such payments are received incrementally, payments 
will be made to Representative incrementally, based upon such amounts 
as Northrop receives, except that advance payments, against future 
compensation, may from time to time, at the election of No. throp, 

be made to Representative by Northrop, provided, however, chat (i) 
Northrop shall withhold from each amount as it becomes payable here¬ 
under so much thereof as Northrop may elect until all advance pay¬ 
ments have been offset in full, and (ii) in the event an Indirect 
military sale is made under a military prime contract subject co 

redetermination, and in the event compensation on such indirect 
salt, as described in Exhibit A, is determined by Northrop to be 
payable, Northrop will pay, following delivery of the product covered 
by such sale, seventy-five per cent (75%) of the compensator, due with 
respect t*> payments received by Northrop from the United States Govern¬ 
ment prior uo and upon such delivery. At the time of finr.! contract 
price redetermination, Northrop shall adjust the compensation due 
based on the finally redetermined price. Payment shall ma-c tc 
Representative at the address above set forth, or at such other 
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(d) I r. accordance with the aforesaid Article FIFTH 
Subdivision (c), Northrop will herewith make an advance payment 
of TWO HUNDRED THOUSAND DOLLARS ($200,000) against future com¬ 
pensation to be earned by Representative in accordance with the 
said agreement so that the initial endeavors and work programming 
that is necessary in launching a major scale sales effort can be 
accomplished by Representative. Xt is understood and agreed that 
the provision of this agreement regarding offset against such 
advances will apply and be in force as set forth in this contract. 

SIXTH : If any Officer or employee of Northrop accepts any 
orders for the sale and delivery of the F-5-21 airplane to any 
Government in the aforesaid areas with authorization from Northrop, 
such orders shall be deemed to have been accepted by Representative 
and Representative shall be paid sums with respect thereto as pro¬ 
vided in Subdivision FIFTH hereof. Representative shall assist and 
cooperate with such Officers and employees in every reasonable manner. 

SEVENTH : It is understood and agreed that, in connection with 
offers for the sale of the F-5-21 airplane. Representative shall, 
prior to the making of any such offer, obtain from Northrop in¬ 
structions concerning the terms of such offer. Northrop shall use 
its best efforts to keep Representative currently advised with 
respect to its policies from time to time in force affecting the 
sale of the said product 

EIGHTH : Northrop reserves the right to accept or reject any 
and all orders submitted by Representative. 

NINTH : Representative shall not make any statement which 
indicates or might imply that performances of Northrop products 
are greater than indicated in Northrop! guarantees of per¬ 

formance as set forth in its purchase agreements. 

TENTH : Neither this Agreement, in whole or m part, nor 
monies due or which may become due to Representative hereunder, 
shall be assigned or transferred by Representative except with the 
prior written consent of Northrop. 

ELEVENTH : This Agreement shall be interpreted and construed 
in accordance with the laws of the State of California in the 
United States of America. This written instrument constitutes the 
entire agreement between the parties and shall not be varied, 
amended or supplemented except by an instrument in writing executed 
both parties concurrently with or subsequent to the execution of 
this Agreement. 

TWELFTH : All sums of money mentioned or referred to in chis 
Agreement are understood to refer to lawful money of the United 
States of America and all payments thereof pursuant to this Agree¬ 
ment shall be made in said lawful money. 

TriiR , : The term cf this Agreement, shall commence o* 
the date of this Agreement and shall continue unless terminate*. 
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IN WITNESS WHEREOF, the respective parties have set their 
hands and seals this 2nd day of September, 1971. 


NORTHROP CORPORATION 


By. 


t'o—? 


Thomas V. »jTones 
Presidentoand Chaxriu&n 


REPRESENTATIVE: 

ECONOMIC AND DEVELOPMENT CORPORATION 



1-24-72 

George - ' J 

I trust this is io order. I 
can't recognise the signature 
but I guess it's one of those 
European lawyers who is 
president. 


TVJ 


T'U-.de, 
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EXHIBIT A 


L DIRECT SALES 

(1). Compensation for direct sales of the F-5-21 air¬ 
craft with all components and spare parts will 
apply and be made on each and every sale concluded 
with any foreign Governments in the aforesaid areas 
des cribed in the Agreement and the rate of such 
compensation for each sale will be predicated and 
based on the following schedule: 

(a) . One and one-half per cent (1-1/2%) of the 

first ten million dollars of sales to a 
government. 

(b) . One per cent (1%) of the next thirty 

million dollars of sales to the same 
government. 

(c) . Three-quarters per cent (3/4%) of the 

next thirty million dollars of sales to 
the same government. 

(d) . One-half per cent (1/2%) on all remaining 

dollar sales to the same government. 

XX. INDIRECT SALES 

(1). Compensation for indirect sales of the F-5-21 air¬ 
craft with all components and spare parts may be 
paid by Northrop, if in its discretion, the exercise 
of which shall be conclusive, it seems such payment 
is warranted and is provided by the U. S. Defense 
Department (ASPR) regulations, upon sales by Northrop 
to the United States Government and the redelivery 
by the latter to a Government in the Sales territory 
described in the Agreement and the rate of such 
compensation will be determined and in accordance 
with the payment schedule listed above. 

III. "Sales to a government" or "sales to the same government" 
as used above includes only the dollar amounts actually 
received by Northrop Corporation, 
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Subjtct: 

Coplot: 


Memorandum 


Ntxlhfop Corporation. Corporate 0:«>co 
1R00 Century Park Eat), Lo* Angelaj, CA Otjol 

Welko E. Gatich 


mm?®? 


In reply refer le: 




prom: George Gore 


The Economic and Development Corporation 


e«to: January 21, 1 


Under date of September 2, 1971, our Company entered into an agreement with 
The Economic and Development Corporation (EDC), a Swiee corporation* A 
copy of this contract ia enclosed, with the admonition that it ie highly confi¬ 
dential, should be retained in your files only, and should not be reproduced* 

By this agreement, EDC la appointed our representative for the sale by 
us of the F-5-21 airplane to any government throughout the world except 
the United States Government* The appointment is not exclusive, i*e«, we 
may appoint (and in fact have appointed) other sales representatives for the 
sale of the F-5-21 airplane* 

If an F-5-21 airplane, or any component or spare part thereof, is sold to any 
foreign government during the term of the agreement, a fee is payable to 
EDC in accordance with the schedule attached as Exhibit A of the agreement* 

In Exhibit A, sales are divided into "Direct Sales" and "Indirect Sales*" 

The former are sales directly by Northrop to the foreign government. The 
latter are sales by Northrop to the United States Government for redelivery 
to a foreign government. As to Direct Sales, Exhibit A contains a fixed 
schedule of fees. Ae to Indirect Sales, the provision is that a fee " may be 
payable*" The language of Exhibit A, with respect to Indirect Sales, is that 
compensation "may be paid by Northrop, if in its discretion, the exercise of 
which shall ba conclusive, it seems such payment is warranted and is provided 
by the U. S* Defense Department (ASPR) regulations*" If a fee is payable on 
Indirect Sales, the amount ie determined by the schedule for feee for Direct 
Sales. Obviously, if the laws or regulations of the United States prohibit a 
fee on such Indirect Sales, we cannot pay a fee. 

Similar compensation is payable to EDC with respect to the licensing by 
Northrop of F-5-21 parts and components to be finally assembled in the 
completed aircraft* ' 

If Northrop accepts any orders for the sale and delivery of the F-5-21 air¬ 
plane to any government in the world other than the United States Govern¬ 
ment, such orders shall be deemed to have been accepted by EDC and EDC 
shall be paid a fee in accordance with Exhibit A, whether or not EDC had 
anything to do with the order* 
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To: 

SuM*ct: 

Copies: 


Memorandum 


Noffnrop Corporation, Corporal* Olme 
1800 Caniury Park Ea»|, los Angeles, CA C0067 


Welko E. Gasich 



In reply rater to: 


FromGeorge Gore 


The Economic and Development Corporation 


oat*January 21, 1972 


- 2 - 


Compensation is payable to EDC only as Northrop receives payments in 
U. S* dollars* In computing foes payable to EDC, only dollar amounts 
actually received by Northrop are taken into account, i. e., payments 
made by the foreign government directly to engine manufacturers and 
other vendors and suppliers are not included in the base. _ 

The term of the Agreement commences September 2, 1971 and continues 
until terminated by agreement between the two parties to the Agreement, 

We have paid the $200,000 referred to in Article FIFTH (d) at the top 
of page 4 of the Agreement. 

Aside from making you aware of this Agreement, the principal purpose of 
this memorandum is to make certain that your costs and prices for the 
F-5-21 take into account the possibility of fees for EDC. 


George Gore, Vice President, 
General Counsel and Secretary 


GG:rk 

Enel. 



NORTHROP 
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•> ^Wlamorandum 


NORTHROP PRIVATE 


Northrop Corporation, Corporal* OlHco 
1100 Century Park EmI, Lot Angtlet, CA 9006T 

W, E, Gasich 
The Economic and Development Corporation 
M. G. Gonzales, G, Gore, T. V, Jones, File 



rr*m F. W, Uoyd 
o*ui 10 February 1972 


This memo is issued to clarify the Aircraft Divisions requirement for 
commission obligation to subject Company on F-5E aircraft sales. 

No commission is required for those aircraft sold to the U. S. Govern- 
ment where the funds are U. S, appropriated. This includes aircraft 
procured for U, S. Forces* use, aircraft procured by the use of MASF 
funding, or aircraft procured under MAP funding, regardless of quantity 
Of aircraft procured. 

The Aircraft Division is obligated to subject Company for commissions 
(in accordance with (a) through fd) below) applied to the dollar amounts 
actually received by Northrop. These commissions apply to all aircraft 
and attendant hardware sold to foreign governments, whether by direct 
sale (Northrop to foreign government), through FMS procurement, or 
any other form of procurement where foreign government funds are used. 
Further, this obligation is applicable to all aircraft and attendant hardware 
presently on order, in process of order, and all future orders, regardless 
of quantity sold. 

a. One and one-half per cent (1-1/2%) of the first ten million dollars 
of sales to a government, 

b. One per cent (1%) of the next thirty million dollars of sales to the 
same government. 

c. Three-quarters per cent (3/4%) of the next thirty million dollars 
of sales to the same government, 

d. One-half per cent (1/2%) on all remaining dollar sales to the same 
government. 


Before paying fees in any case, you will obtain the approval of the President 
of Northrop Corporation. 


NORTHROP PRIVATE 
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NORTHROP PRIVATE 

JLS~). 


W. E. Gasich 
10 February 1972 
Page Two r 


The consulting agreement between Northrop Corporation and the Economic 
and Development Corporation shall not be used to substantiate any nego¬ 
tiations* 

The contents of this agreement shall be held NORTHROP PRIVATE to the 
recipients of this memo. 


Senior Vice President 
Operations 


-47- 

NORTHROP PRIVATE 
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Oft** of *• N> Pont anO CM<hma 


March It, 1973 


Economic and Development Corporation 

Zellerstrasse 57 

8038 Zurich, Switzerland 

Attention: Dr. Andrea® Froriep 


Gentlemen: 

Reference is made to our agreement with you dated September 2, 
1971, under which we engaged you to perform service*; as our 
sale® representative in connection with the F-5-21 aircraft. 

^ This program has been proceeding very satisfactorily and we 
appreciate all the work you have performed. Order® have been 
received to supply the aircraft to Iran, Saudi Arabia, and 
Malaysia, a program for the production of the aircraft jointly 
with the Republic of Chir.a has been commenced, and additional 
orders for other countries are anticipated. The activities in 
Brazil and Turkey look especially promising. As programs 
come to fruition, we will keep you advised. 

We expect that deliveries of the aircraft to foreign users will 
commence in the fall of this year. As these deliveries are 
made, ■ you will receive payments in accordance with the terms 
of the agreement and as Northrop Corporation receive - payments 
in United States dollars for its performance of the F-1/-21 sales 
contracts. 


Very truly yours, 
NORTHROP CORPORATION 


Thomas V. Jones 
President 


Ptrh Cut 


C*r)lu<7C>l)r 


Lot An; r;o».C* , >to / n*a 90067 
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Memorandum ' ' ' 

Hwlhtop fmimiiillM, Corpni.iU-1> 

ItOO Century r*rk Ea*t, Lo* Anyth v, CA 00067 In reply refer lo: 


T *P. M, Lloyd 

Sul'rcl 

Forecast of Commissions to 
Economic & Development Corporation 

COplct; 


George Gore 
May 31, 1974 


The Aircraft Division ha3 given rao the following estimate of 
tho mandatory and optional commissions that will become due 

O to Economic & Development Corporation for sales of F-5E aircraft 
in the calendar year 1974* 

Direct Sales 


ROC 

Brazil 


$ 415,700 

258,250 $ 673,950 


G 


Indirect Sales 


Saudi 

Malaysia 

Iran 


$ 134,400 

72,000 

349,000 $ 555,400 


Total 1974 Estimate 


$ 1,229,350 


GG:rk 


George Gore, Vice President 
and General Counsel 


J 




UGLmraGP 
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T«: 

Suhjtcl' 

Cop)«« 


O 


Memorandum 

Noilhrop Coipoiali'm, Corpuralr Otti 

1100 Century »’.nk Hasl, Lo» Amjctc*. CA SOW/ 


George Gore 


Forecast of Commissions to 
Tconomic & Development Corporation 



From: F. W. Lloyd 


o«i« June 3, 1974 


Ret: Your Memo# Sar 
Subj., May 31 


As you are aware# the justification for this contract is only 
understood by Mr. T. V. Jones.and in part some of the payments 
are discretionary. 

The last instructions issued by Mr. Jones were that the Aircraft 
Division should accrue these payments but should not pay until 
directed to do so by him. 


At any time you feel it is appropriate to discuss this further 
with Mr. Jones# I will be happy to participate in this 
discussion. 

Senior Vice president-Operat.ions 



FWL:rk 



Koratrsp 
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.'^Memorandum NORTHROP PRIV/llT 


ltolhni|i( 'i.iln.-. • Aitu.i'Hi'ki.imi 
3901 W*U * ll.ir.li.jin c . CthlfiftM 90’* 0 


)L lc 

y 

ECONOMIC AND DEVELOPMENT CORPORATION 


F. W. Lloyd 


P£TS~ 


F»om. P, H. Champion 


M. C. Gonzales 
C. Core 


V"-' o't^ ' 
>0 

k 0^" ,0 


11 .iii* 26 June 1974 




Attached hereto is an edimated recap of monies which will be due 
Economic and Development Corporation as a result of existing 
Brazilian and Chinese direct sale contracts. In addition to the 
amount shown for the firm contracts, an additional $600,000 could 
possibly accruo as a result of an additional eighty-five F-5E's 
being sold to the Chinese. 

It is to be noted that in estimating present value for both the amount 
which has been owing, as well as for the amount that will be owing, 
they almost cancel each other out, so that the total amount owed of 
$1, 578, 470 results in a present value of $1, 531, 893. This is not 
necessarily, however, the way we would propose it to Economic and 


P. H. Champion 
Attach.: (1) 


Dcy*lopme 


Development Corporation. 




NORTHROP FRiVATE 
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NOKTHRO? ;;.:VATF 


Attachment 1 


Economic and Development Corporation 


As of 1 July 1974 


Amount Owed 

Months 

Present Value 

$ 4,650 

(18) 

$ 6,449 

35,250 

(15) 

46,292 

111,900 

(12) 

139,158 

97,200 

( 9) 

114,466 

93,795 

( 8) 

108,467 

153, 395 

( 6) 

171,061 

108,570 

( 3) 

114,651 

144.785 

( 0) 

144.785 

$ 749, 545 ffp 

P.V.at 1 July 1974 

$144,580 

3 

$136,911 

196, 825 

6 

176, 498 

142,785 

9 

121,247 

.100,748 

12 

81,013 

89,947 

15 

68,492 

37,800 

18 

27,257 

28, 890 

19 

20,457 

31,900 

21 

21,782 

14,100 

24 

9,117 

12,950 

27 

7, 929 

12,800 

30 

7,422 

12,600 

33 

6,918 

1,600 

36 

832 

1.400 

39 

689 

$ 828,925 . 

n? 



$1,578, 47 0 Total Owed 

'*• P.V.at 1 July 1974 - 


(PV rate is 22%) 


$ 845,329 


$ 686,564 

$1, 531,893 


CP ^. . 

t f %! ±. ^ ^ ' 
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CABLE 





Law Offices 


Frank J. 0,-1 I'dllC'IH 

SUITE SIX 

WAT CROATC OFFICE BUILOlNO 
1COO VlftOINIA AVENUE, N. W. 
WASH! NOTON, O. C. 30037 

September 11, 1974 





(to*) 336-0100 


Mr. E. Raymond Crim 

Ernst & Ernst 

515 South Flower Street 

Los Angeles, California 90071 

Dear Mr. Crim: 

In accordance with our meeting, I am enclosing 
herewith the confirmation of the papers that you left 
with me. 

As we discussed, the payment of $200,000 to the 
Economic and Development Corporation was made directly 
to that company and should not be included in any list 
of payments that Northrop has made to me. As you can 
note from the enclosure, my records are in agreement 
[with your schedule of amounts paid to me with the ex¬ 
ception that the $25,000 payment commencing with the 
four-year contract for my legal services of May 13, 1969, 
should be credited to the year 1970 rather than 1969. 
Moreover, as I indicated to you in our meeting, the 
January 1969 payment of $10,000 and the February 1969'pay¬ 
ment of $12,500 related respectively to the extraordin¬ 
ary legal work involved in the endeavors to secure commo¬ 
dity financing for a portion of the construction of the 
Tehran airport complex through the Commodity Credit 
Corporation under the terms of Public Law 480, and the 
efforts in Indonesia in regard to its industrial and 
economic programs for commercial development. In accor¬ 
dance with your further request, I am enclosing herewith 
a copy of my out-of-pocket expense report that I have 
just sent to Northrop up to and including the date of 
July 31, 1974. 


59-120 0 - 76 


42 



Mr. E. Raymon Crim 
September 11, x974 
Page Two 
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I trust that this completes the information that 
you require. As I personally expressed to you, even 
under these somewhat trying circumstances, it was a 
distinct pleasure having the opportunity to meet you, 
as well as your colleagues, Messrs. De Vos and 
Falkenhagen. 

Best regards to you. 



FJD/lo 

Enclosures 
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Ernst & Ernst 
Arco Tower 

515 South Flower Street 
Los Angeles, California 90071 

Gentlemen: 


The attached information regarding payments made to me since 
1967 by Northrop Corporation and subsidiaries is correct except 
as follows: The four-year contract of 5/13/69 payment 
$25,000 is attributable to the year 1970, not 1969. 




Amounts pa d or advanced to me wh ich-w era returned to the 
Corporation, its subsidiaries, dnr^ctors, employees or other 
representatives, amounted to y none J (please give 
amounts by calendar year): 


3. 


Amounts paid by me as political contributions or other payments 
which were unusual and not in the ordinary course of business and 


at the direction of Northrop Corporation, its subsidiaries, 
employees or o the ^representatives amounted to^T none 
(please give amounts by calendar year): 



actors, 


The following amounts are owed me (and these companies direfi 
indirectly owned by me) by Northrop Corporation or^ite^tiBsidiaries 
as of the date of this letter. Subject to th^^ontract of 3/16/73. 



September 11, 1974 
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NORTHROP CORP. 

PAYMENT HISTORY - DEFRANCIS & EDC 




PAYMENTS MADE 


AGREEMENT & TERMS 

DATE 

Original Agreement of 8/29/67 

1967 

$50,000 annually, plus expenses 1967 

covers two year term and is 


payable in semi-annual pay¬ 


ments each Sept, and March 


Original Agreement 

1968 


1968 

Legal Services 

Jan. ’69 

H II 

Feb. '69 

Original Agreement 

1969 

1 QAQ 

Four year contract of 5/13/69 

JI7O7 

1969 

$50,000 annually, plus expenses 

payable in Jan. & March 


Four year contract 

1970 

It If 

1970 

Four year contract 

1971 

ii H 

1971 

Legal Services 

July 1971 

EDC Agreement of 9/1/71 

Sept 1971 

Four year contract 

1972 

ii ii 

1972 

Four year contract 

1973 

ii it 

1973 

LegaT (or miscellaneous) 

Sept 1973 

services 


Fifteen year contract 

1973 


of 3/16/73, $100,000 
annually, payable semi¬ 
annually each Sept. & Mar. 

Fifteen year contract 1974 


SUMMARY: 

Consulting Services 
Expense Reimbursement 
EDC 

Legal Services 


AMOUNT 

DESCRIPTION 

$ 25,000 

Consulting Services 

7,171 

Expenses 

50,000 

Consulting Services 

12,236 

Expenses 

10,000 


12,500 


25,000 

Consulting Services 

il'.lhl 

Consulting Services 

25,000 

Consulting Services 

7,344 

Expenses 

50,000 

Consulting Services 

4,913 

Expenses 

50,000 

Re EDC Work 

200,000 

Advance 

50,000 

Consulting Services 

14,535 

Expenses 

50,000 

Consulting Services 

6,659 

Expenses 

10,000 

"Project in Italy" 

50,000 

Consulting Services 

50,000 

Consulting Services 

$738,870 \ 


$400,000 


56,370 

\ 

200,000 

\ 

82,500 

\ 
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NORTHROP PRIVATE 





INDIRECT SALES 



I 



Optional Coomissions - E.D.C, 



1 



As of 

12-31-73 



Contract -07t7. 

F-5E 






Collections: 

No, of Planes 

% 

Pro Rata 

TTD Costs 

r * 

BOZ 

Progress 27. 27 , of 

-Payments S c j cs 

/'4 
/ ' 

"7 

Commission 

Base 

\ 

Optional 

^audi (30 

30 of 30 

100Z 

$38,396,000 

$30,717,000* $A,718,000 

$35,435,000 

ii ty 

$404,000*' 

Malaysia (AC) 

1A of 21A 

6.5X 

698,000 

558,OOCP . 0 . 

558,000 

8,000 •*’ 

ran (3E) 

(Aa) 

58 of 136 

83 of 21A 

42,6Z 

38.az 

32,776,000 

A,165,000 

26,221,000^ 1,624,000 

3,332,000" -o- 

31,177,000 

_362.000 ° 





Total Optional Conmlssions 


$774.000 




MflDTUDA 

n nnn t a -ri- 


9600/64 

3-4-74 


NORTHROP -PRIVATE 
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Memorandum 

NoMHopCo'i 'witi'v • a, km»' Ot. '-on 

Wnsl n»ovlA.iy • M t»v!hOi"0. •* iMorfli.1 OOPSO In reply rnlor io 9600-74- 168 


to Ernst 6 Ernst 


From W. G« Niemann 


Subieci SALES COMMISSIONS - EDC Onto 17 September 1974 

Copies File net 


Following are the sales commission liabilities on Economic L Development Corp, 
as of 6-28-74, as requested: 


P^Uonai-CorgM^sions 

Saudi 

Malaysia 

Iran 

Total 


Commission Sales 

Base Commission 

( 000 ) 

$ 44,040 $ 480 

$ 2,189 33 

$ 69,045 668 

$ 1.181 


Mandatory Commissions 
China 
Brazl1 

Total 


$ 40,339 

$ 

452 

$ 11,900 


_163 


1_621 


W. G, Niemann, Manager 

Payables, Receivables 6 Property Management 
Orgn. 9600/64, Ext. 2088 


KNDCaTORMIr® 
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•i . , 


NORTHROP PRIVA'I t 


DIRECT SALES 

Mandatory Corwissions - E.D.C. 
As of 12-31-73 


■*9P“frH9 ,9( Cl|lng 

Contract 

Comalssionable 


Advances 

Commission 

Contract 

Total 

Amount 


Received 

Base 

ROC/NOR-73-001 

$ 1,500,000 

$ 1,500,000 

1001 

$ 1,500,000 

$ 1,500,000 

-002 

17,707,000 

3,800,000 

21t 

4,810,000 

1,010,000 

-003 

42.400.000 

42.400.000 

1001 

10.590.000 

10.590.000 


$61,607,000 

$47,700,00$) 


$16,900,000 

$13,100,000 


Coswlaslon 

l\l of 1st SION • 9150,000 

IX of nsxt 930H ■ 31.000 

9181,000 


Bracll 

Contract 


Contract Coonlsslonabla 

Total Amount 


Advances Commission 

Received Base 


03/1973 COMAN 


972,313,200 961,596,400 


851 $11,000,000 $ 9,350,000 


H! of 1st $10H * $140,250 

V7/it / 

NORTHROP PRIVATE 


9600/64 

3-4-74 
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DECLARATION 


Consistent with the established policy of this Company and the inter* 
national policy of the United States Government that foreign business * 
be expanded by United States manufacturers to improve the balance 
of payments position, Northrop has undertaken expanded efforts to 
achieve Increased sales of its products and services in the International' 
marketplace. * '* , 

In support of this Important and growing part of our business, X have 
found it necessary to secure the advice and assistance, from time to 
time, of various organisations and Individuals whose unique quallfi* 
cations and particular familiarity with the international customer 
further these objectives. 

As an example, during recent years, I have retained the services of 
the following for the purpose of directly and personally advising me of 
International problems relative to this Company's business activities 
la various foreign countries: ' • 

' t , 

I, Euradvlce Co. of Basel, Switeerland provides general j 

. business, marketing.and advisory services to me con¬ 
cerning Western European sales of military aircraft, 
electronics, communications, and other Northrop 
products. 

Mr. Frank J. DeFrancis renders advice to me on a long 
range foreign marketing program, and additionally, he 
has been retained by the Company to provide legal assist* 
ance to my staff and Legal Department on several major 
proposed international business transactions. 

Wilso S.A, of Geneva, Switeerland provides advice and 
Information to mo dealing with the general business and 
economic conditions in those European markets where 
Northrop Is pursuing major sales activities. 

# 

Signed at Los Angeles, California this 29th day of October, 1971. 


4L 

v rimn 






Thomas V. Jopesj 
President 
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^ iyt** Icfttr fw* P J&n ef *hs> £ Cr»m J97 £ 

HUBERT WEISBROD 


ACTIVITIES 


The Welsbrod arrangement resulted from concern that while Northrop was 
being quite effective in presenting Its product to the military and defense 
department levels with Holland, Belgium, Norway, Oenmark and certain other 
NATO countries, our ability to have access to behind-the-scenes knowledge of 
what was happening at the political and economic levels, especially In the 
higher NATO and European community councils as a whole was seriously lacking. 

The ability to obtain advice on how to best develop industrial relationships 
. In each country that would not only allow the project to be implemented properly 
but would yield the most attractive sales package from an overall economic, 
political and industrial point of view. In view of the complexity of relation¬ 
ships between the European. Common Market countries of NATO and the Out Six, 
this was considered Important. Also, It was felt necessary to have Individuals 
with the highest credentials working behind the scenes In supporting Northrop's 
efforts. 

It was suggested to the President of Northrop by several individuals at * r • 
the highest levels within the European community that we consider hiring an 
Individual who had been second in command of the highly successful Lockheed 
F-104 sales efforts in Europe and who had just left Jjjckheed's employ. He was ‘ ‘ 
Mr. Fred Meuser, a Dutchman who, prior to his joining Lockheed, had been very 
-well connected as a businessman In Europe and In Holland. In my discussions 
with Mr. Meuser, he said he had intended to retire to St. Moritz, Switzerland 
and continue acting as a consultant to Lockheed, but his strong recommendation 
to me was to employ the services of Welsbrod, who had the proper relationships 
and knowledge to be helpful. 

Dr. Welsbrod has effectively acted In behalf of Northrop's Interest over* 
the period of time from 1965 through the middle of 1973 In a major way, and to 
a somewhat lesser extent, since that period. During this period, and largely 
as a result of Northrop's direct sales efforts, the F-5 was sold to the Dutch 
Government and almost sold to the Belgian Government and continuing sales to 
. the Norwegians. He has been provided advance monies to continue his efforts 
in our behalf not only In the F-5, but also In the -530 program that was 
developing. Recent activities In our behalf continued as our efforts moved 
Into the F-5E and the -530 which four countries, Denmark, Norway, Holland and 
Belgium are playing the lead part In Europe. One complicating factor In paying 
Dr. Welsbrod under the terms of the agreement Is the fact that while the Dutch 
purchased the F-5 as a result of Northrop's overall efforts, they purchased 
them from the Canadian Government as a result of a diplomatic power play by 
the Canadians to secure the business for themselves. As a result of this 
particular power play, Northrop Is presently suing the^Canadian Government. 

The actual resolutions of monies due under the Weisbrod contract can only be 
resolved after this litigation and other factors concerning follow-on spares 
ere determined. 


EXHIBIT TV-D-1 
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UALlflCATlONS 


9*6 ¥ 


Dr. Weisbrod, a Swiss citizen, has had a distinguished international legal 
career for 45 years. For many years he was a close advisor on the European 
scene to Hr. Fred Meuser when Mr. Meuser was Director for Europe, Africa and 
the Hear East for Lockheed. Dr. Weisbrod indicated channels to follow, whom 
to contact and how best to further the interests of Lockheed in Europe. 

Mr. Meuser gives credit for much of Lockheed's success for its sales of 
commercial and military aircraft, particularly of the unique and highly 
profitable export program of the F-104 Starflghter, to Dr. Weisbrod's expert 
counseling and behind the scenes activities. Practically all his efforts on 
behalf of Lockheed were done discreetly and indirectly and seldom did he appear 
In the open In Lockheed's behalf. 


In view of his outstanding qualifications, his extensive high level con- 
tacts and his proven success in a highly sensitive area, his services were 
recommended by Mr. Meuser when Lockheed no longer had a fighter program com¬ 
petitive to Northrop's. 


COWEHTS 


As a result of Dr. Weisbrod's activities, Northrop has had an unusual 
visibility into the highest councils of NATO, the Common Market community, 
and the many official and unofficial discussions between the highest officials 
In Europe as they affect the sale of the Northrop aircraft. It Is believed 
that his activities have been one of the keys, for example, to the development 
of the possibility of the German financing of the initial development of the 
-530 by the German Government (highly confidential), which offer was made 
officially by the Germans but could not be picked up by the Dutch because of 
the fall of their government. Also, most recently he has been most helpful 
In the attempt to get the four countries, Belgium, Holland, Norway, Oenmark 
to act In concert on the -104 replacement program and to the favorable 
acceptance of the P-530 as the proper solution to these countries. 
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HUhbttT wr,iacn^ 


THIS AGREEMENT, entered into in duplicate as of the 
2 6 th d ay of April, 1968, by and between NORTHROP CORPORATION, 
a California corporation, with its principal office in Beverly 
Hills, California, U.S.A., herein called ’’Northrop,” and 
HUBERT WEISEROD, an individual, with bis principal office 
and place of business at 6 Gotthardstrasse, Zurich, Switzerland, 
herein called ’’Representative.” 

WITNESSETH 

In consideration of the mutual covenants hereafter set 
forth, the parties hereto agree as follows: 

1. Representative is hereby appointed representative 
of Northrop for the sale of new P-5 aircraft to the Governments 
of the following countries (herein called ’’the Governments”): 

Belgium Luxembourg 

Denmark Netherlands 

Prance Norway ' C 

Federal Republic of Germany Portugal 
Italy United Kingdom 

"P-5 aircraft” includes (in addition to complete air- 
oraft) components, assemblies, sections, parts, accessories 
and spare parts for such aircraft and includes all such manu¬ 
factured and sold by a licensee of Northrop pursuant to a 
license agreement as well as those manufactured and sold by 
Northrop. "F-5 aircraft” does not include the T-38 nor air¬ 
craft that Northrop regards as outgrowths of or derived from 
or based upon the P-5 and which do not bear the basic desig¬ 
nation, "P-5.” "F-5*aircraft" does include versions of the 
F-5 that Northrop regards as mere model changes of the P-5 
and which bear the basic "F-5” designation. 

2. Representative shall devote his efforts to cul¬ 
tivating prospects for, and effecting, sales of new P-5 air¬ 
craft to the Governments. The efforts of Representative shall 
be consistent with sales programs given to Representative by 
Northrop from time to time. 

3* (a) All costs, expenses, obligations and charges 

incurred by Representative In acting hereunder (including, with¬ 
out limitation, expenses of travel, subsistence and entertain¬ 
ment, office expenses, license fees, expenses of communicating 
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with Northrop when Representative initiates the communication 
and costs incurred by Representative in engaging, or result¬ 
ing from the engagement of. associates, partners, employees, 
agents, or representatives) shall be borne by Representative 
and no claim shall be made against Northrop on account of 
them. Representative hereby indemnifies Northrop against, . 
and agrees to save it harmless from, all such costs, expenses* 
obligations and charges and all claims, promises, guarantees, 
debts, obligations and liabilities of 'every nature and kind 
made, incurred, contracted, or created by Representative and 
any partner, employee, asent or representative of Represen¬ 
tative. Representative shall not transfer funds to nor pay 
the expenses of any Northrop employee. 

(b) Notwithstanding the foregoing Article 3(a), 
Northrop will reimburse Representative for any cost, expense, 
obligation or charge (including transfer of funds to or pay¬ 
ment of expenses of a Northrop employee) if the cost, expense, 
obligation or charge is specifically assumed in advance in 
writing by Northrop. Northrop will also assume and discharge 
as its own liability (without recourse against Representative) 
any promise, guarantee, debt, obligation or liability specifi¬ 
cally assumed in advance in writing by Northrop. 

(o) At the time of submitting a claim for reimburse¬ 
ment of any cost, expense, obligation or charge specifically 
assumed in advance in writing by Northrop, Representative 
shall submit a copy of the authorization and shall Itemize 
the claim in detail. Any claim not so documented will be 
disallowed. 


4. (a) Representative shall perform his services 

under this Agreement as an independent contractor and he shall 
not be, nor be regarded as, an employee or agent of Northrop. 
No order from a customer, no contract and no other agreement 
shall be accepted, executed or approved by Representative in 
the name of or on behalf of Northrop, without specific advance 
written authorization by Northrop,* and every order, contract 
and agreement shall include a provision that it is not binding 
upon Northrop unless approved in writing by the president or 
a Vice President of Northrop. 

(b) No associate, partner, employee, agent or repre¬ 
sentative of Representative shall have any power or authority 
to accept, execute or approve in the name of, or on behalf of, 
Northrop, any order, agreement or contract or make, incur or 
create any claim, promise, guarantee, debt, obligation, ex¬ 
pense or liability of any kind whatsoever in the name of or, 
on behalf of, or for the account of Northrop. All such as¬ 
sociates, partners, employees, agents and representatives 
shall be solely those of Representative and not of Northrop 
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and no aai> of any of them shall obligate Northrop. 




5 . For the jperformance of services hereunder, 
Representative shall be compensated in accordance with the 
following provisions; 


(i) Northrop shall, at its sole discretion, from ' 
time to time pay Representative amounts determined by 
Northrop, in its sole discretion, to be fair and 
reasonable interim compensation for services thereto¬ 
fore performed or to be performed by Representative. 


(li) Northrop shall pay Representative one per¬ 
cent (1 <f>) of the price received by Northrop on account 
of sales of new F-5 aircraft by Northrop directly or 
indirectly to any of the Governments. Northrop shall 
also pay Representative one percent (1#) of the royalties 
received by it from a licensee who, pursuant to its li¬ 
cense, sells F-5 aircraft directly or indirectly to any 
of the Governments. For purposes of computing the com¬ 
pensation payable under this subparagraph (ii), there 
shall.be included payments received by Northrop for 
services rendered in connection with or as part of the 
sale of new F-5 aircraft to any of the Governments. 


(iii) The compensation referred to in subparagraph 
(ii) above shall be payable only with respect to sales 
pursuant to contracts executed and rendered fully ef¬ 
fective subsequent to the date this Agreement becomes 
effective and prior to the termination of this Agree¬ 
ment, including, however, amendments and supplements 

to such contracts whether such amendments or supplements~ 
are executed before or after the termination of this 
Agreement. 

(iv) Amounts paid as compensation under subparagraph 
(i) above shall be a credit against amounts due as com¬ 
pensation under'subparagraph (ii) above, and no amounts 
shall be payable under subparagraph (ii) above until 
after all amounts paid under subparagraph (i) above have 
been first liquidated through such crediting. Com¬ 
pensation under subparagraph (ii) above shall be due 
only as payments are received by Northrop and at the 
option of Northrop may be paid in United States Dollars 
or in the currency of the purchasing Government. If 
Northrop*s contract is other than a firm fixed-price 
oontract, Northrop may withhold up to twenty-five per¬ 
cent (25#)-of the compensation otherwise due to Repre¬ 
sentative until Northrop is certain of the total amount 
of payments to be received by it under the contract. 
Thereupon, such adjustments shall be promptly Blade as 
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will give Representative the compensation provided for 
in this Article, subject only to the receipt of pay¬ 
ments by Northrop. All payments to Representative 
shall be made to him at the address set forth above or 



at suoh other address as he may specify in writing from 
time to time. 


(v) No compensation shall be payable under sub- ‘ 
paragraph (ii) above on account of any sale of P-5 air¬ 
craft to the extent that the United States Government 

.or any agency, department or instrumentality thereof, 
directly or indirectly pays the purchase price. This 
is not intended to exclude from compensable sales those 
sales in connection with which the United States Govern¬ 
ment or any agency, department or instrumentality there¬ 
of lends money for the purchase or guarantees a loan to, 
or performance of the contract by, the purchaser, unless 
the terms of such loan or guarantee prohibit payments of 
the nature contemplated by subparagraph (ii) above. 

(vi) In no event shall the total payments hereunder 

to Representative exceed One Million Dollars ($1,000,000). 
For‘purposes of this maximum, "payments" includes costs, 
expenses and charges reimbursed to Representative or 
assumed by Northrop and obligations and liabilities of 
Representative assumed by Northrop. ^ 

6. This Agreement sh&ll not prevent Northrop from 
appointing (or continuing the appointment of) another person 
or persons (including bona fide employees of Northrop) to 
represent it for the sale of F-5 aircraft to any or all of 
the Governments. However, notwithstanding any such appoint¬ 
ment or continuation of appointment, Representative shall be 
paid the -full amounts specified in Article 5 with respect to 
all contracts falling within the scope of Article 5.* Repre¬ 
sentative agrees to assist and cooperate with such appointees 
and employees in every reasonable manner. 

7. Representative shall, prior to making any offer 
for the sale of F-5 aircraft, obtain from Northrop instructions 
concerning the terms of such offer. Northrop shall use its 
best efforts to keep Representative currently Informed with 
respect to its policies affecting the sale of F-5 aircraft. 


8. Northrop reserves the right to accept or reject 
any and all orders submitted by Representative. Representative 
shall have no right to compensation or other payment here¬ 
under based upon the claim that a contract falling within the 
scope of Article 5 could or would have been entered into 
except for (i) some alleged fault, action or inaction on the 
part of Northrop or (ii) some cause beyond the control of 
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Representative or Northrop or (ill) Northrop 1 a rejection of 
the contract. 

9. Representative shall not make any statement oral¬ 
ly or in writing that indicates or implies that the perform- * 
ance of the P-5 aircraft is better than as set forth in 
Northrop's guarantees of performance in its specifications 
and purchase agreements. 

10. Neither this agreement nor any claim for monies 
due or to become due hereunder may be assigned by Representative 
without the prior written consent of Northrop. 

11. Wherever in this Agreement, provision is made for 
written authorization, assumption or approval by Northrop, such 
written authorization, assumption or approval may be giver, only 
by the president or a Vice president of Northrop. 

12. It is recognized by Northrop that prior to the 

effective..date of this Agreement substantial services of the 
kind contemplated by this Agreement have been performed by 
Representative. It is agreed, however, that prior to the date 
of this Agreement no contract entitling Representative to the 4 ' 
compensation specified in Article 5 has been executed. ' 

13. This agreement shall be interpreted and construed 
,ir. accordance with the laws of the State of California ar.d the 
United States of America. This written instrument constitutes 
the entire agreement between the parties and shall not be 
varied, amended, or supplemented except by an instrument in 
writing executed and delivered by both parties. 

. . l\. This Agreement shall become effective as of 
' • • ?; i , i 960 , and shall continue until it is ter¬ 

minated by either party upon thirty (30) days' notice to the r 
other, given by registered mail, cable, or radiogram, directed 
to the appropriate address set forth above, or to such other 
address as may have been specified in writing. Termination of 
this Agreement shall not relieve Northrop of its obligation to 
pay Representative compensation pursuant to Article 5 on ac¬ 
count of contracts theretofore executed during the term ox" 
this Agreement and amendments or supplements to such contracts 
as stipulated in Article 5 (ill). 

IN WITNESS WHEREOF, the parties hereto have executed 
this Agreement as of the date fixed in Article 14. 



NORTHROP 



/ i 

! \ 

: — ^2 

By '* v ! 'O. 

u.-.. 


U- 
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UA TEOIA 



The other day it occurred to me that it is just about 10 
years ago that you and I first discussed your Company f s 
need for a top European consultant to discreetly act, as 
a *grqy eminence • to further Northrop 1 © interests in the 
important nations over here* In the course of our disous- 
sions in the following months in which I got more intimately 
acquainted with the qualifications required, I recommended 
to you that Northrop contract for the services of my old 
and proven friend Dr, Hubert Weisbrod in Zurich, whom I con¬ 
sidered eminently suited for this highly sensitive position. 

You may remember that I am a born Netherlander and that 1 
studied engineering at the Swiss Federal Institute of Techno¬ 
logy in Zurioh from which I obtained my master 1 * degree in 
1932, In the same small boarding house where I roomed, 
also stayed Hubert Weisbrod who was studying law at Zurich 
University* From those early day9 Hubert and I are friends 
and therefore we know each other more than 45 years* When¬ 
ever I had a problem as a student, Hubert was my trusted 
advisor and he always resolved it.in a professional manner. 
Later, while my oareer in JCLM and wartime service in the RAF 
took me around the globe, Hubert jpade a distinguished inter¬ 
national legal career from his base in Zurich. He travelled 
extensively, he made and maintained the highest level contacts 
but always remained a solid Swiss citizen; Both he and his 
wife Mary took out their private pilot's licenses, he was 
eleoted President of the Swiss Automobile Club, Mary beosme 
Swiss waterski champion and both are still dedicated down¬ 
hill skiers, even though Hubert is 70 next year spring. 
Recently Mary set up a stud-farm in Gstaad to breed and train 
racing horses and Hubert goes as strong as ever after his 
legal work and associated interests. 

During all these long years Hubert was at my side whenever 
I needed advise on matters European. Especially ever since 
1954 a naturalized ^American citizen Lockheed trans¬ 

ferred me to Switzerland as Director for Europe, Africa and 
the Near East, Hubert was my close advisor on the European 
scone, he indicated channels to follow, whan to contact and 
how to go about it and how to spread the name of Lockheed as 
a base for business in the future in the nations of Europe, 

S 
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670 


I had been sbserit from the Old Continent for about 12& years 
and things in general.had obviously considerably changed,, 
not to speak of ay pre-war contacts. Much of the suooess 
I could book for Lockheed in the following years in the field 
of* sales of ooomeroial and military aircraft and particularly 
of the unique and higily profitable export program of the 
F-104 Starfigiter, was in no small measure due to his expert 
counselling and behind the'soenes pulling of strings* Hardly 
♦ever did Hubert appear in the open for the support of Lock¬ 
heed 1 * interests; practically all his constructive work was 
done discreetly indireotly* 

When you told me 10 years ago of Northrop *8 needs with res- 
peot to the P-5 program in Europe, I really felt that Hubert 
oould do an equally fine job for your Company, especially as 
Lockheed had. not at that time ard still has not any fighter 
program competitive to Northrop 'a. This is the reason, Tom, 
w^y I reoemmended you contract for his services and now, 
looking back over the years, I am extremely happy to see 
Northrop *s position in Europe Immensely strengthened in that 
period, your aircraft in operation in several nations, your 
corporate presence firmly anchored in several European aero¬ 
space industries and Northrop*s chances to sell new programs 
to European nations very good indeed* Even in Switzerland, 
a country which is not oovered by your contract with Hifcert 
if 1 remember well, the Tiger*s ohances are excellent and I 
might add that Hubert has made some discreet contributions 
to this situation as well. 

Although *11 the foregoing is knowh^to you, I am writing this 
letter to you at this time because I wait to express my.satis¬ 
faction that you accepted my reoommerd&tion and that things 
worked out so obviously so well, at least seen from where I 
sit* Recommendations are accompanied by a certain responsi¬ 
bility and you know yourself, Tom, from your own experience 
no doubt, how unfortunate it is if 01**8 recommendations do 
not work out and so I believe you will agree that we should 
pause for a moment and realize that this particular on© was 
and still is a suooess. Hoping to see yovK«t> Famborough (I 
will arrive at Claridge , 8 late Sunday September l3t^, I am, 
with wannest personal regards, 

Thomas V. Jones, Esq. 

President NORTHROP Corporation 
1800 Century Park East 
Century City 

Los Angeles, Califdrnia 90067 
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GENERAL , 


t 


On March 20, 1964, a letter offer of a con sulting osntract at trie ra:c <>' .V, 
of $5,000 per year was sent to General GH '■ Thl s resulted In a contract .. 
being drawn up on April 17, 1964, and General / SBSi signed It on April 30,K.*!.'P 
1964. The contractual renewed annually on the same terns until March 7, 1968, : icr . 
when compensation was increased to $6,000 per year. Again, it was renewed 
annually on the same terms until February 28, 1974, when compensation was In-, 1 jf 
created to $7,500 annually, N * .r\x* *-\*v 

ACimilES 

His primary responsibility Is the analysis of all political economic and 
military situations in Europe, with changing relationships between principal 
countries and emphasis on defense-related programs. His secondary responsi- : Jh >* 
bility is the alerting of Northrop to business opportunities im the defense-*? ; 
related areas as they arise. A \ 

,‘ftj 

He submits to me approximately every two weeks through comprehensive ,* 
letters and also..1s in direct communication with our Paris Office, perhaps 
once every two weeks or oftener when something of interest arises. In additiSfc'/j-T 
there are meetings held on occasion of Northrop officers 1 visits from Los " 

• Angeles to Europe, perhaps once monthly, and during visits of General ; .'IT?* .:/ v 

to the States about once every two years. 

QUALIFICATIONS *>; 


General GSSStk had an outstanding military career in the French Air *■ 

Force and held many key related diplomatic positions. As an example, he was 
French Air Attache to Germany at the outbreak of World Kir*11. During and 
^aaj^r'-Horld War II, he was Air Attache to such countries as Great Britain and 
the United States. He rose rapidly through the ranks of the French Air Force, 
becoming Chief of the French Tactical Air Command. At tie time of the Suez 
- crisis, he was responsible for deploying some 600 French aircraft to the Island 
of Cyprus. ’ Later, he became Chief of Staff of the Air Ftrce during the very 
important period of President de Gaulle’s rise to power. 

General CSS3SI speaks fluent French, English and C.rman, and has been 
the author of several authoritative military, diplomatic and world affairs 
books. He has been a lecturer at Harvard University on 'Apolitical subjects, 
the U. S. Council of Foreign Relations and the Los Angelos World Affairs 
Council. 


COMMENTS 


General GZISS's highly perceptive analyses have boon very important in 
cur understanding of the current and future trends of things in Europe as 
they affect our fundamental business in aircraft, electrrriics and communications; 
He continues to be a valuable source of understanding, do has usually been 
able to spot and identify changes in national policy as they affect defense 
months or even years ahead of others’. 
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General g™ (continued) 


To my knowledge. General CSSBB has never provided funds to third parties 
at the direction of the Northrop Corporation and has never remitted any funds 
back to the United States for any purpose. He is not on an expense account 
basis. 
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General Paul StehlJ* 
6, rue du Cirque 
75003 Paris 



• ■ V. .•#'»* "i 


Hr. Thomas V. Jones 
president and Chairman 
Horthrcp Corporation 
1800 Century Park East 
Century City, Los Angeles, 
California 90067, S« A. 



Paris, January 23 , 1973 


Dear Tom: 


It is especially during the debates in Parliament and in my 
contacts vith several of my German collogues, that I had favorable 
occasions to make good use of the information you have been providing 
to me. I also met vith Geoffrey Parsons for an exchange of information 
in order to provide you vith exploitable elements of a good strategy. 

The most important fact to be taken into account is the pre¬ 
sent state offcnjion between the European aircraft industry and the 
governments. Due to the high cost of aircraft produced in small quan¬ 
tities, the air forces concerned - British, German, French - complain 
about their rapid decline in strength. In France, for example, lessault 
has been in a position, to a certain point, to build larger series as 
long as the company had possibilities of export. This seems nov, anyvay 
£>r the time being, to have come to an end. Dassault is threatening nov 
to close part cf his plants if the government does not increase its 
orders. Since ve are close to nev elections this will take place later. 

In the meantime, an appreciable number of persons have no work to do in 
the factory. Therefore a common solution has to be found vithin KATO. 

That is where ve have to come in vith proposals such as those which 
vere applied in the first years of l&TO. 

However, I doubt very much that anything really constructive 
can be achieved before the start of the European Security Conference. 

The governments will decide, as an excuse for doing nothing, to wait for 
the outcome of the conference as well as of the proposal for a mutual 
ard balanced military strength reduction in Europe. However, right from 
the start, the press will inform on the comparative strength of forces 
between East and Vest. That is what I have already done in a book, Just 
published a few days ago, "La Force d'Illusion". The purpose is to show 
the decline of IIATO and to warn against the increasing superiority of 
the "Warsav Fact" military forces, liy reasoning is that, since such an 
effort can uot be repeated indefinitely, these forces have to be used 
sometime, unless they can be checked by equivalent forces on the other 
6ide. 

You could and should take advantage of that situation to engage 
in a press campaign so that, at least in the field of tactical air forces, 
you have a solution to offer with the P 530 Cobra concept, which would 


■riu 
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* General Paul Stehlin 
6, rue du Cirque 



allow NATO to produce with the same national budgets, a multiple of 
vhat it is doing now in a state of wasteful dispersion of efforts. 

I think it is along these lines that you will have to shape your 
commercial strategy, in which X would assist you by all means at my 
disposal. Of course, I shall discuss that with Geoffrey Parsons, whom 
X shall provide with all information on the subject I can collect. 

As you see we have moved to another appartemeht, 6, rue du 
Cirque, which is very close to the Elysee Palace. 

Anne-Idarie and I are looking forward, as you promised in 
your letter, to seeing you soon in Paris, Ruth and you. The elections 
are taking place in Idarch: 4 and 11. I think it will be less difficult 
for me this time than it was in 1968. 

With kindest regards to Ruth and you. 


Sincerely, 
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0. L0D/GAT^S FROM TICE - 7j^ J 

THE FOLLOWING TELEX F.TCr* ^ALLAND TODAY 
QUOTE 

0« SUNDAY EVENING EYE WAS INVITED EY tIC. 1 FOR DINNER AMD TALKS 
III HIS HOME WITHOUT ANY OTHER GUEST. IN THE COURSE CF THE TALKS 
HE ASKED ME ABOUT MY KNOWLEDGE OF THE DECENT HESS ACTIVITY FOR 
NORTHROP IN GERMANY. HE WAD AWARE AEOUT THE REPEATED VISITS PAID 
TO 90ELK0W, VFV, STRAUSS AND WAHL. EYE TCLO HIM THAT EYE PERSONA’ 
WOULD NOT BE INVOLVED IN TM5 ACTIVITY AND WAS ASKED TO STAY TUT 
HE THEN ASKED ME TO TELL TV THAT HE WAS DISPLEASED AEOUT THIS 
APPROACH. 

UNQUOTE, 
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TELECOM WITH ADOLF PROVIDED ADDITIONAL CLARIFICATION. 
FIRST NO, i PERSONALLY DISAPPOINTED THAT SALLAND HAD NOT 
PARTICIPATED IN ACTIVITY IN ORDER TC PROVIDE COORDINATION 
WITH NO. 1. 

SECOND NO. DISAPPOINTED THAT MCETK..C? HAD SEEN FIT 

v -V/CX— 

TO BY-PASS HIM AND 3AF FOR POL IT I SAL APPROACH. 

THIRD NO. 1 STATED THAT THE PROGRAM COULD NOT EE 
SUCCESSFUL WITHOUT GAF SUPPORT WHICH COULD NOT BE 
FORTHCOMING UNDER PRESENT CONDITIONS CF NORTHROP 
OPERATION. ADOLF ASSURES ME THAT MEETING AND QUESTIONS 
THIS SUBJECT WERE INITIATED 3Y NO, 1. AND DUE TO 
TIME LAPSE SINCE MISUNDERSTANDING AT PAS EYE THINK 
THIS HIGHLY PROBABLE• 3ALLAND IS MAKING COMPLETE 
REPORT OF HIS MEETING DIRECT TO TVJ PER MY REQUEST 
DUE TO POSSIBLE SENSITIVITY. 


/3y 


TICE. 

7.5.67 19H45 
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J. GERRITSEN 


The original contract was dated August 7* 1967, and was for a period of 
five years at $10,000 per year. Mr. Gerrltsen was specifically asked to keep 
abreast of European economic and political conditions and developments. He 
acts as an Independent contractor - not as agent Orrepresentative. He cannot 
make commitments for the company. Upon the expiration of the original con¬ 
tract, It was extended for one year at the same rate, terms and conditions* „ 

On May 10, 1973, the contract was again extended through June 30, 1974. with * 4 
no changes In rate, terms or conditions. Although Mr. Gerrltsen Is allowed **:- 
travel expenses when directed by the company, they have not been used to any 
great extent. . iJt ; 

ACTIVITIES 

"Vi 

Although Mr. Gerrltsen was asked to keep abreast of European activities* * - 
his main area of activity was to act as a trusted communications channel between 
the highest levels In the Dutch Government and the President of the Northrop J ’* 
Corporation. The Dutch, being very circumspect In their business dealings at$ 
the highest level, are very careful In their conmunlcations channels and do *vv 
not like to use written means of communications In sensitive areas. An example/J 
of a sensitive area would be a suggestion that the President of Northrop or ' ^ 
one of the Vice Presidents come to Holland to brief or present material. The ' Xi' 
Dutch reasons for this is that they are always conscious if they ask one con-< 
tractor or one country to come In and discuss something, it is usually foil owed fr*i 
by requests for equal time by other companies or countries; hence. In suggesting \ 
the timeliness of a visit, they prefer to keep through a secure channel. On 
the other hand, information of happenings In the United States that may be, ■ . * 

Important as they affect some Northrop relationship with Holland, such as the 7 
possible award of a supporting contract from the U. S. Government, they prefer ' 
again to have verbal communications back through a trusted channel. *• 

.5 ’ ’ 

It was suggested by high government officials in Holland In 1967 that-wa. j 
establish an office in Amsterdam for this purpose. I suggested that this was\^ 
expensive', and the level of activity in Holland did not warrant it, but could 
they, as an alternative, recommend an individual who might serve In a part- 
time capacity to provide this communication link as well as keep us abreast 
of overall happenings in Holland. It was for the purpose of providing confi¬ 
dential communications that Gerritsen was hired. * ' ’ 

QUALIFICATIONS 



Gerrltsen is a well-known and outstanding Individual in Holland. He 
comes from a fine Dutch family, and before World War II was a member of the 
Olympic swimming team and the Dutch national soccer team. During the War, he 
was very active in the Dutch underground, with many decorations. He was 
captured by the Germans and was used in medical experiments which affected his 
health. He Is a leader in an organization that preserves the close association 
between the Dutch underground leaders. His name was suggested as a coranuni- 
cations link with Northrop by several of the highest levels in the Dutch 
Government as a completely trusted individual. 
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J. Ggrritsen (continued) 



COMMENTS 


While Gerrltsen's level of activity on behalf of Northrop has not been * 
high, when he has been used either by Northrop or by the Dutch Government, 1t'.‘ 
has been in extremely Important and sensitive situations that have been highly 
beneficial to our business-relationship In Holland. The Dutch have been the 
key country In Europe as far as leadership on Northrop*s activities on the F-5 y>; ' 
and the -530 programs. ^ . 4 / * 4 * . 

■ • «* .* „ 

To my knowledge, Mr. Gerritsen has never provided funds to third parties Vi 
at the direction of the Northrop Corporation and has never remitted any funds/. 
back to the United States for any purpose. L 

... ' ' “ ‘T ' ***»-'> 
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KEY MEETINGS/GATES 

Ella 171 _ 

p. 40 »— 




. Thomas V. Jones (NCC - LAX) 


till »'•* V ■ OXta I * • !| till ..1,1 , , 

from: Geoffrey Parsons (Paris) 


Meeting with H.L. Visser of the Netherlands 

C.R. Gates (NCC - LAX) 

M. Kuska (NAD - Hwth. ) 

N. Heath (NAD - Hwth. ) 


27 September, 1971 

ref: * ' * 


I spent about 3 l/2 hours with H.L. Visser’on 15 September. He 
had been recommended to us by Mai. Gen. Bosch of the Royal 
Netherlands Air Force, and had already visited California where 
he talked to Walt Byers and Norval Heath. It was at their recommendation 
that he called me in Paris and came >o see me. From Bob Gates I 
gathered that there was no interest. at least immediately, in California 
ir. employing him as a Dutch consultant. 


After talking with him, however, I believe we should take another look 
at Visser. In particular, I think you should discuss him with Prince 
Bernhard, and the nexl'timc you se«' him, Hans Gerritsen. 1 say this 
because Visser told me that Hans G'-rritsen had suggested that Visser 
join his firm and work with Hans' s»u* who I gather is now in his 
thirties. Hans apparently suggested that Visser should handle the 
Northrop account, while he and his -inn continue to work for Lockh^^d. 

I fully recognize that we would probably not consider this a feasible 
arrangement so long as the Northrop P-530 and the Lockheed CL- 1200 
were in competition for the Dutch choice. The moment, however, that 
the decision was fixed in Ncrthrop's favor, I would think that this would 
be an almost ideal arrangement. 

Although the company has excellent top-level relationships in Holland, 

I still believe we will need intelligent and effective local help to gel 
the P-530 programme past tie economic, and political barriers in flu* 
Dutch Parliament. 


I recommend therefore that you and Bob Gates discuss this question with 
Prince Bernhard tire week-end of 9 Oc tober. I also would recommend 
that the next time you go to Holland. \ou let me arrange a meeting 
with Hans Gorritson and Visser. 


I was very favorably impressed by Visser. He *»aid that he had discussed 
financial terms from Northrop with Hans Gerritsen. To begin with 
thia could run from nothing to a contribution to their overhead 
and would depend obviously on the business they can produce. 



Geoff re 


y Parsons 




\ 


Best Available Copy 
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Offcaof tfi*Pr**W*nUTHlCh^»«n*« _y / 


July 18, 1974 


Mr. Antoine J. Leenaards, Chairman 
Crown Cork Company (Belgium) S.A. 

2, Place Albertine 
Brussels, Belgium 

Dear Mr. Leenaards: 

Northrop Corporation has designed and is now prepared to proceed 
with immediate production of a new fighter aircraft, designated 
the "Cobra.” This aircraft is designed to meet both the near- 
term and long-term requirements of the NATO countries, including, 
particularly, Belgium and Belgium's Benelux partner, the Nether¬ 
lands, as well as Norway and Denmark. Other countries are or 
will be interested and involved. 

Secretary General Luns of NATO has pointed out to the North 
Atlantic Council that the four members named above should take 
advantage of their common requirement for replacement aircraft 
for their aging Starfighters (and F-100's in the case of Denmark) 
by making a joint decision in favor of the best and most economical 
aircraft which can meet their future needs, probably up to the 
year 2000. The benefits to all concerned, and to the strength 
of the Atlantic Alliance, are obvious.- 

Northrop wishes to engage you as a consultant in connection with 
Belgium's role in this probable four-nation decision. We consider . 
the Belgian decision as a key to a joint Belgo-Dutch decision 
in favor of the Cobra. Our information leads us to believe that 
the Cobra ranks No. 1 on the technical evaluation lists of the 
Dutch, the Belgians, the Norwegians, and, probably, the Danes. 

It would be a serious blow to the Atlantic Alliance if for 
political, or other reasons, a decision were made under Belgian - 
pressure for an inferior aircraft which is barely capable of 
meeting the enemy's threat of today, let alone holding its own 
against the predictably more advanced threat of tomorrow. 

Northrop, therefore, believes that not only in its own interests, 
but in the long-range interests of all the members of the Atlantic 
Alliance, we should undertake every reasonable effort to insure 
that a right decision be made in Belgium. 


1M 


c AJrA.cC-w ^ f' Al 

V0i Antf ^.California $0007 


) 


i! on 


1600 Ci*nlufyP.ui<£ajt 


ConloiyCiiy 
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^ at. tome J. Leenaards “2- July 18/ 1974 

_ cada to our desire to avail ourselves of your services, 
"‘^-opose that you render advice and counsel to us in our 

•'Tctinq program for the Cobra in Belgium and, where appropri- 
* that you present or assist in presenting our Cobra program 
to the Belgian Government, all to the end that the Belgian Govern- 
nent may decide to order Cobra aircraft or participate with 
other countries in the development and production of the Cobra. 

Ke suggest the following terms for this engagement: 

1. We will pay you a consultant fee of Five Thousand 
Dollars ($5,000) per month, payable monthly in advance, 
commencing as of May 1, 1974. Payment shall be made 
upon the submission by you of invoices, descri bing. 
briefly the nature of the services rendered by you 
for which the invoice i's submitted. Payments shall be 
made'~tcTUNIFINANCE CORPORATION (Attention Mr. Francois 
Mayor) 2, Place Bel-Air, 1211 - Geneva - II, Switzerland, 
Account: No. 651.081 at Credit Suisse, Geneva. 

2. In submitting to us your advice and counsel, and in^ 
determining the form and manner in which your 
assistance to us shall be rendered and reported, you 
shall consult and communicate with Mr. Thomas V. Jones, 
Chairman and President of Northrop Corporation, or his 
designee. 

3. The term of this agreement shall begin May 1 , 1974 and 
end December 31, 1974. The term may be extended by 
written agreement of the parties. 

4. Your relationship to the Company shall be that of an 
independent contractor rendering professional services. 
You shall have no authority to execute contxacts or 
make commitments on behalf of the Company, and nothing 
contained herein shall be deemed to create the relation¬ 
ship of employer and employee or principal and agent 
between you and the Company. 



5. It is understood that the fee payable to you hereunder 
is intended as compensation to you only and that you 
are not authorized to compensate, or make payments to, 
any other person on our behalf. 
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Mr. Antoine J. Leenaards -3- July 18, 1974 


6 . Neither you nor the Company shall have any obligation 
to each other subsequent to the termination of this 
Agreement except for amounts due you in accordance 
with the terms hereof, and except that you shall.not 
disclose any of the Company’s proprietary information, 
either written or oral, which may have come to your 
attention. 

7. In the course of performing services hereunder, you 
shall comply with all security requirements of -the 
United States Government affecting the Company, and 
you agree not to engage in any services for which you 
do not have a proper security clearance. Additionally, 
throughout the term of this Agreement, you will not 
act as a consultant for any other company concerning 
business matters covered by this Agreement that might 
give rise to a conflict of interest as determined by 
the Company in irts sole discretion. 

8 . Any notices to be given in connection with this Agree¬ 
ment shall be in writing and mailed, postage paid, 
addressed as applicable to: 


Northrop Corporation 

1800 Century Park East 

Los Angeles, California 90067 

U.S.A. 


Attention: Mr. Thomas V. Jones 

Chairman and President 

or 
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Mr. Antoine J. Leenaards 


9. You agree not to make any public or private disclosures 
concerning the work you will bo performing under this 
Agreement, cither during or following the term thereof, 
without prior written approval of the Company. 

If the foregoing terms are acceptable to you, please sign and return 
this original end two (2) copies of this letter to the undersigned* 

Very truly yours, 


NORTHROP CORPORATION 




Dated_1974. 


-4- July 18, 1974 
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Srtl 


23 August 1974 


Hr. Raymond Crlm 

Ernst & Ernst 

-c/o Northrop Corporation 

1800 Csntury Park East 

Los Angalas, California 90067 , 

Otar Hr. Crlms 



Again, In tha thought that It may ba of soma halp to you, 

I anclosa a narratlva statamant ralatlng to tha relation *r . * 
ship batwean Kermlt Roosavalt A Associates, Inc. and •. 

Northrop Corporation, togat her. with a furthar narrative/ v > * 
statamant containing additional coamants raspacting BDC . ■ • / 
and Hr. DeFrancIt. v : *' s v 



ccs Hr. C. L. Pack 

Chairman, Audit Cosmlttee 



NoflhfopOofptfatofl t*OOC«flfc*yftwfclMt OMufyCAy 

-143- 


Lo# A/***. C**y»l»i00fr 

EXHIBIT IV-HJ 


59-120 0 -76-4* 
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KERMIT ROOSEVELT 4 ASSOCIATES, INC . 


The original consulting contract appears to have bean between 
Nr* Roosevelt and Northrop International* It Is dated January 4» 1965* al¬ 
though there Is not a copy In wy office files* All early correspondence was 
between Nr. Roosevelt and General Tlmberlake of the International Division* 

On October 31* 1967* the contract was extended for an additional year with 
coownsftlon to be at tlSiOOO mini mu* per year. The contract was renewed on 
May 28* 1968 and compensation Increased to $45*000 per year* with one-half of 
Mr* Roosevelt 1 f time to be devoted to Northrop* Mr. Roosevelt was to act as 
an Independent contractor* not an agent* nor can he execute contracts on behalf 
o*Northrop. The contract was renewed annually pn the same terns and conditions 
until April 6*«1971» when the fee was Increased to $60*000 per year. On April 10* 
1973*- the new contract Increased the compensation to $75*000 annually. 

Mr* Roosevelt Is fully reimbursed for expenses Incurred on behalf of 
Northrop upon presentation Of his accounts. 

ACTIVITIES 

Mr. Roosevelt & Associates' activities have been primarily with developing 
Northrop relations In the Middle East* Iran* Saudi Arabia* with secondary 
relationships with the Sheikdoms of Abu Dhabi* Bahrain* Qatar and Dubai* and 
the Sudan* and to a certain extent* Egypt. Mr. Roosevelt's job Is to monitor 
all activities In the Middle East and inform Northrop of Important* events and 
trends; also to actively participate In establishing and maintaining the con¬ 
tacts % of Northrop with the highest levels of government In the Middle East.' 

He has acco^anled the President of Northrop on virtually all of his trips In 
this area* usually preceding him by several days or a week to set up appoint¬ 
ments and get an up-to-date estimate of the situation. Then* usually* to re¬ 
main after departure to Insure that decisions made at these high levels between 
the President of. Northrop and the Middle Eastern Government are properly 
followed up both within the governments and within the Northrop Corporation. 

QUALIFICATIONS 

Kermlt Roosevelt Is the son of Kermlt Roosevelt and the grandson of 
Theodore Roosevelt. He has been active In behalf of the U. S. government In 
the Middle East for a great number of years. As such he follows In the foot- * 
steps of his father* who was active during and after World War I. He has 
direct and highly personal relationships with the chiefs of state and principal 
figures In most of the governments of the Middle East. 

COMMENTS 



Kim Roosevelt lias been perhaps the key figure In establishing the very 
high level of activity Northrop now has In the Middle East* with contract 
values In this area In the past 7 or 8 years running close to a billion dollars 
of work done and sales and orders booked. This largely In Iran InNrcraft and 
communications and the establishment of a business enterprise* the Iranian 
Aircraft Industries, In which Northrop is one-half owner, and In Saudi Arabia 
where we have sold aircraft and presently have nearly 2,000 employees In place 
** with excellent relationships for long-term sales potential. 
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• Mr. Roosevelt communicates with all levels of the Northrop organizations 
as required and as often as circumstances warrant. He communicates with the . 
working level, the vice president level and with me as necessary. * 




To my knowledge. Hr. Roosevelt has never provided funds to third parties - ' 

at the direction of the Northrop Corporation and has never remitted any funds 
back to the United States for any purpose. .. 
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March 17, 1965 


General Patrick V/. Timberlake, 
Corporate Vice President, 
Northrop Corporation, 

9744 Wilshire Boulevard, 

Beverly Hills, California 90212 

Dear Pat: 
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I went up to New York yesterday for a meeting with Anas Yassin 
who is taking off tomorrow to return home for consultation with the 
King. 


Anas started off by telling me that in spite of the reports which 
the Pentagon has received, he has more than a hunch that the F-5 will 
be tho King's final choice. Subsequently, he expanded this to say that 
when Prince Sultan, after his conversation with the Americans (presumably 
Hooper and party), reported to the King that his committee of experts 
had recommended the F-104C, the King said that he would not accept this 
recommendation. The airplane is too expensive to purchase, maintain 
and operate, and entirely beyond Saudi capabilities. Anas Says that 
he believes the King to favor tho F-5 but, of course, one cannot tell 
how much of this is guess and/or wishful thinking. Anas said he wrote 
the King a long and persuasive letter on the F-5 and he thought this 
had considerable effect on the King's thinking, 

1 suggested to Anas the combination of the Hawk and the F-5, 
and he absolutely leapt at the idea. He said that’if I could give the 
King an informal assurance that if he requested this combination, the 
U. S. Government would allow him to have it, he was sure the King would 
make such a request immediately. We have arranged a method whereby I 
can communicate with him while ho is in Riyadh if, in my Judgment, the 
situation warrants it. 

Other points made by Anas: 

The United States should offer the Saudis longer terms 
to more or less equal the French offers. He does not sug¬ 
gest that there should bo any change in price, but simply 
that the payments should be extended over a longer period, ^ 

Page should have an agent to deal with the officers and 
othor hangers-on who keep holding their hands out for money. 

He was quick to nay that they should not be paid, but that wo 
ought to have a "good agent" to deni with them, I did not 
mention Page's present agent and neither did Anas specifically 
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March 17, 1965 


mention him, but the Intimation clearly was that he 
waa not a “good agent"; 

Anas said flatly that he knew that Lockheed had \ 

bribed certain ofClccrs and he would tell this to the 
King* He felt that this would be a strong weapon In 
his armory while ho tries to substitute the F-5 for 
the F-104. 1 had explained to Anas that there would 

be very considerable difficulty In getting permission 
In various quarters of the United States Government 
for providing the Saudis with the F-104G, but Anas 
professed not to be too Interested In this since, in 
his opinion, the King has already said no to this 
particular plane. 

Anas says that ho knows positively that there have 
been leaks from the Pentagon to the Saudi Arabs reveal* 
lng various discussions and decisions In the Pentagon 
concerning this whole program. He said that, for 
instance, the Saudis were Informed that Ambassador 
Hart had been instructed to support the F*5, and that 
certain Saudi Air Force officers argued that the U* S, 
was trying to “palm off" inferior aircraft on the 
Saudis bocause of their pro-Israeli sentiments. 

yiuLve taJ fr^ tg & jjqjp^gld.plnr.n...nufUBpi^ym£ji t who 

tCL.be somehow orj^jt&or i nvolved in var ^auA,disegaaiona.rejalT^ 
to the decision." *Me~reportV*tfnrf Pdter i>oTbert, whom 1 am seeing this 
afternoon, says that sufficient study has not been made of the problem 
but that he, my friend, thinks that the time is ripe to push our 
formula. He will start doing this hiiseif immediately end urged chat 
I taT to Solkcrc, Komer and Talbot, or someone on Talbot's staff. 

Clay and 1 will cake this on Immediately. 

i 

One final items I met with former Secretary of the Treasury 
Robert Anderson yesterday afternoon to calk to him about the Middle 
Eastern situation generally. He is one of those always eager to give 
Nasser another chance and inclined to the belief that if one could 
only talk to him frankly and effectively, he would “see the light." 
Apart from this delusion, Anderson's views are otherwise satisfactory, 
and the important thing is that he agreed to urge upon the President, 
whom he is seeing tomorrow, the desirability of convincing King Faisal 
that we really will support him. Specifically, he agreed to urge the 
President to write Faisal a personal message asking him, as an old, 
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valued and very vise friend, to advise him, Johnson, on the Middle 
Eastern situation and what course the United States should pursue. 
This gesture costs nothing and would please Faisal very much, and 
Anderson promised to urge it strongly upon the President* 


Best regards, 

l 


Remit Roosevelt 


cct Colonel Clay Ticc (c/o Mr. A* P. Fonda) - Washington 
Mr. Charles III - Washington 
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General Patrick W, TimberUke, 
Corporate Vice President) 
Northrop Corporation, 

9744 Wilshire Boulevard, 

Beverly Hills, California 90212 


Dear Pat: 


TO 


HERMIT ROOSEVELT & ASSOCIATES. INC. 

1180 CoK»r.cTtct>T Avinvi 
W&tftiHorow, O. C. 00006 

lrami.7-1444 

March 19, 1965 



! 


I had a long meeting with Pete Solbert on St* Patrick's Day 
afternoon. The result is a materially different understanding (not 
necessarily a correct one) of what the Saudi situation as seen by 
the Pentagon really is. 


Solbert started out by asking me whether in my opinion it was 
necessary or desirable that the United States make a firm recommenda* 
tlon on a package proposal for Saudi defense requirements. He said 
that he was not really sure that such a recommendation had been 
specifically requested by Sultan, nor was he sure that it was deslr- 
able from the DOD point of view to make such a recommendation. Ho. 
expressed confidence that the Saudi Government would be very reluctant 
to settle for either the French or British offers. He inclined to the 
view that the United States should stand its ground, offering the F-5 
or the F-104H, with a frank description of the relative advantages and 
disadvantages of the two planes from the point of view of Saudi re¬ 
quirements, both military and economic. He said that if the Saudis 
should choose the F-104H and should, over the next years, evince a 
capability of making use of the more sophisticated equipment of the 
P-104G, this could be installed. 


He had started off asking for my opinion, but he talked a good 
long time before I could get much chance to express one. Eventually 
1 suggested that, If he felt reluctant to make a firm recommendation 
he should call upon King Faisal himself and take the following general 
position: that ho wou).d he quite willing to answer with complete 
frankness any questions that the King had about the various items 
being offered to him by the USG; however, he could talk only about 
specific considerations such as military capabilities, cost in terms 
of money and personnel, and comparative difficulties of utilisation 
of different items under Saudi Arab conditions. This much he could 
do, but what he felt he could not properly do was making other relevant 
judgments which could be made only by the King himself. These Judg¬ 
ments would be on such^internal Saudi problems as might bo created, 
for example, by the reaction of the King's Air Force officers to the 
selection or rejection of specific items which might be best from tho 
point of view of Saudi material interests, but lacking the glamour 
possessed by other items which the Saudis in actual fact would be able 
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to utilize only with great difficulty If at all. 

Solbcrt liked this idea very much, but said that he felt 
this mission should be undertaken by Ambassador Hart and not by a 
special emissary. I said that I thought that as long as Pete Hart 
had with him someone qualified to answer the King's specific ques¬ 
tions about equipment, Pete could do the Job very well. I know that 
he has the King's confidence. However, I want to emphasize the im¬ 
portance in my view of insuring that the meeting be with the King 
alone. With Sultan present, many of the points that Hart should 
make could not bo made effectively and without,embarrassment, On 
thinking this over since my conversation with Solbert, I am now of 
the opinion that we should recommend to Solbert that Hart himself 
be alone in seeing the King for the first meeting on this subject 
and that he offer to make available to the King directly some 
qualified officer with broad Air Defense Command experience, to 
answer the King's specific questions about the items oa, the program. 
The best qualified officer is, of course, Colonel John Benner, Deputy 
Chief, USMTM. I believe that if Hart asks for an audience with the 
King and says Colonel Bennet is accompanying him, this will make it 
difficult for the King not to have Prince Sultan present. There 
would be no objection to Sultan being present at the later conversa¬ 
tions that the King might have with Colonel Benner, and perhaps with 
Ambassador Hart as well. 

1 will discuss this idea with Clay and possibly call Solbert 
this afternoon or Monday. 

Solbert has certainly not in any respect changed the opinion 
which he expressed to Prince Mohammad and Anas Yassin that the most 
realistic choice for the Saudis to make is the F-5. On the matter 
of the Hawk, Solbert agreed that it was the only practical defense 
against enemy attack at Western Saudi targets from across the Red 
Sea or from Yemen or, for that matter, from Sinai. He appears to be 
unaware that the uvaliablilty of Hawks for the Saudis has again 
been under discussion, and generally took the position that this would 
be a political matter for the State Department to decide. 

Just to illustrate the variety, and the explicitness, of 
reports that we receive, Just before going to see Solbert I had been 
told in strictest confidence that an ARAMCO representative had been 
told by Sultan personally that he, Sultan, had told the U, S. De¬ 
partment of Defense that he must have word on the availability of 
the F-104C by the 18th of March or he would be obliged to buy the 
British or the French plane. When 1 mentioned this to Pete Solbert, 
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he said frankly that If Sultan had made any such request, it had 
certainly gotten "lost in the mail,' 1 He did not for one minute 
believe that any such request had been made. 

Clay and Paul Fonda will of coutse be checking the other 
levels in DOD to find out what is going on and whether the impres¬ 
sions that I obtained from Solbert are representative of other 
» views in the Pentagon, My friends in CIA are also keeping an eye 
on things, Bob Komer of the White House has been so' wrapped up in 
Cyprus (which, incidentally, looks extremely threatening) and the 
Congo since his return from Israel and Greece, that he has had little 
time to give to Saudi Arabia, He will probably have to go to London 
with Harriman this next week to talk to the British about Africa. 
However, I did have a long talk with him last night and was able to 
suggest to him our projected package deal. I am glad to say that 
Komer adopted the idea with enthusiasm and promised that he would 
look into the possibility very actively. Frankly, I doubt whether 
he will be able to do this within the next week or ten days, but I 
will try to keep on top of him to know what he is doing and to keep 
him interested. My own feeling is that if readings through Komer, 
Solbert and the State Department indicate that a Saudi request for 
Hawks would be favorably received, I should then send word to Anas 
Yassin immediately and let him make the effort to have the King 
initiate the request. I am sure that Anas is going to discuss the 
possibility without any further word from me. 

It now appears that I will be going out to Iran for a few 
days, leaving this country on April 2nd. I recall that Tom Jones 
* said that he would like to have me do something for him in Iran 
next time 1 was there,. Would you let me know what I should do 
about this? 


Best regards, 
Kermit Roosevelt 


cct Colonel Clay Tice - Beverly Hills 
Mr. Charles Ill - Washington, D. C 
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April 15, 1965 


General P. W, Timberlake, 

Northrop International, ' 

974A Wilshire Boulevard, PERSONAL AND CONFIDENTIAL 

Beverly Hills, California 

Dear Pad f 

Following is a report on my Teheran trip. 

Immediately after my arrival, I got in touch with Church Kaenke, 
who told me that things continued to go extremely well, that the 
Iranians are doing even better than the 82% in-commission rate report¬ 
ed for the F-5 - Church said it was around 85% - and that he thought 
the prospects for Page looked excellent. He told me that Tom Jones' 
letter had just arrived. All the mall from the United States recently 
has been extremely slow, Church had already discussod the letter with 
General Khatami and with Armlstead of the American Embassy and, until 
my arrival, had not made up his mind how to deliver the letter. 

Armlstead had expressed some concern lelt the CO of USMAAG, if he learned 
of the letter through Iranian channel*, might get the impression chat 
Northrop was trying to take over HAAG functions. Church suggested that 
1 might deliver the letter to the Shah myself with the oral comment that 
of course Northrop had no such intention. Church would then be able to 
tell Major General George S. Eckhardt that this had been done which 
would remove any possibility of his misunderstanding the letter. This 
procedure was followed with every apparent success. 

Church was particularly anxious for any information I could obtain 
on Iranian intentions to doclde now or shortly upon the acquisition of 
the 8th and 9th F-5 squadrons. Accordingly, 1 made a date to see General 
Khatami who is an old personal friend even though he once flew me over 
Soviet territory by mistake at a time when I was very high on the wanted 
list in Russia'. Khatami couldn't have been more enthusiastic about the 
F-5 and proud of the record of his flyers and his maintenance people 
with the plane. He seemed very well informed about the possibilities 
that the USAF may purchase the plane and chat the Pakistanis are going 
to ask for it Instead of the F*104. He did not know of the Indian request 
for F-5's and threw up his hands in horror with the comment chat the 
Indian Air Force has such a dog's breakfast mixture of planes that he 
does not see how they can fly or maintain any of them. ^ 

I asked him point blank about when he expected a decision to be 
reached on the 8th and 9th F-5 squadrons, with the comment that if 
delivery by January 1, 1970 was to be ‘possible, there was not much time 
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to be wasted. Khatami daid that he did not expect any decision to be 
reached quickly. The Iranians felt they had time to consider the pos¬ 
sibility of other equipment, perhaps an improved F-5; he remarked that 
he understood that improvements, particularly in engine power and speed, 
were being worked upon. He mentioned the F-lll also, but without any 
particular enthusiasm, indicating that he suspected that it might have 
its problems and that it certainly was going to be an extremely expensive 
plane. 1 had the definite Impression that Khatami himself would not be 
making the decision, which could be expected to come from the Shah 
personally, but that he himself, though yielding to no one in enthusiasm 
for the F-5, thought it made perfectly good sense to put off a decision 
on the 8th and 9th squadrons for sometime at least, with an eye to con¬ 
sidering more sophisticated equipment. 

Hy meeting with Khatami was on April 6th. I diet with the Shah for 
over two hours on the morning of April 7th. The Shah fully shares hie 
Air Force's enthusiasm for the F-5 but was even more categorical than 
Khatami about his determination not to make any docislon on future orders 
yet. He said surely there would be Improved planes which, with their ex¬ 
perience with the F-5, the Iranian Air Force would be competent to handle. 
He brushed aside the argument that he would have to stand in line for a 
long time in order to receive any other equipment. 1 told him quite 
frankly that 1 did not believe that he could be given the F-lll under 
HAP. He said he would have to see about that; that Iran was a big country 
and could not be defended even by nine squadrons of planes with limited 
range such as the F-5. I said that I thought that compared to other 
supersonic fighters, the F-5 had pretty good range, but he has the idea 
that the F-lll has much longer range. X do not know enough to argue 
about this, 

I do feel that if the Iranians are to be persuadod to place their 
order for the 8th squadron by February of 1966, a substantial additional 
selling Job will be required. I hope that Tom Jones will find it possible 
to visit Iran again sometime in the Fall. 

So far as the letter is concerned, the Shah took a quick look at it 
and put it aside, not reading it in my presence. I do not know what his 
reaction will bo but would not be surprised if we did not hear from him 
again on this subject until Tom's next visit. Khatami told me that it 
was a "nice" letter and that he was sure His Majesty would be happy to 
have it, but it was clear that Khatami did not expect any immediate 
response. v ' • S 

, r t 

The Shah could not have been more cordial personally • he said that 
the next time I visited I should bring my wife and the two families should 
take a vacation together - and also he was most dispassionate about his 




696 



General P. V. Timberlake 


- 3 - 


April 15, 1965 


relations with the United States. He has a very low opinion o£ Phillips 
Talbot and said coolly that fortunately Iran was sufficiently strong and 
able to stand on its own feet so that it need not worry about accidents 
In Iranian-American relations such as are caused by people like Talbot. 

I did not see him after his meeting with Rusk, but the Foroign Minlstor, 
who was present during the whole meeting, told me" that the Shah was 
considerably encouraged by Rusk's much tougher attitude on Nasser. 

The latest of a number of attempts on the Shah's life came two days 
later. It was extremely lucky that it was not successful. The soldier, 
a conscript not a member‘of the Palace Guard but assigned to duty outside 
tho Palace grounds, walked into the Palace grounds with his submachine 
gun and stationed himself outside one of the three doors by which the 
Shah can enter his office in the Marble Palace. Fortunately, the Shah 
chose to enter by a different door. Once the soldier realized that HIM 
had arrived, he entered tho building. Two uniformed guards armed with 
rifles tried to stop him but when he started shooting, they fled. Once 
inside the building, he was engaged by officers of the guard in civilian 
dress armed with pistols. Two of these were killed and others wounded 
before they killed him, The Shah, who locked his office door as soon 
as the shooting began, took the whole matter with his usual calmness, 
and there was very little public reaction since the whole episode was 
played down as far as possible. However, the attempt, and the word of 
its near success, that leaked to well-connected Iranians, caused, in 
ruling circles, an emotion verging on terror. Several Senators • the 
Senate was in session at tho moment of the assassination attompt - told 
me that they are sure they would have all been murdered if the attempt 
had succeeded. The whole episode reemphasized the fact that Iranian 
stability rests on the life of one nan and that there are terrorist or¬ 
ganizations in the country determined to kill him. 


Best regards, 
Kerrait Roosevelt 


■ w 


cc: Colonel Clay Tice - Northrop International 
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XERMIT ROOSEVELT & ASSOCIATES, INC. 

1180 CONNECTICUT AvemLU 
Wasbinotom, D. C. aooue 

• FtDtnAL 7 - I44C 

April 15, 1965 


General P. W, Timberlake, 

Northrop International, PERSONAL AND CONFIDENTIAL 

9744 Wiltshire Boulevard, 

Beverly Hills, California 

Dear Pat; 

1 had a good long session with Prince Mohammad yesterday. In 
fact, we spent most of the day together and X am trying to arrange 
for him to sec Peter Solbert either this afternoon or some time to¬ 
morrow, Mohamm ad s ays t hy^flg, F-104 is deflni ml v nut Jaacausfi nf . 

tbfi ^.bribery employed pyLock heed. Apparently he and Anas Yassin were 
able to give the King' tlie names of officers bribed and the amounts 
and, rightly or wrongly, he is convinced that this finished any chance 
that the F-a 04 might have had. 

He said that the decision on the plane and the rest of the package 
will be made by the King and the Finance Minister only. Prince Sultan 
is "too gullible, lr 

Mohammad stresses the necessity of the submission of a complete 
package and is very pleased to hear that McNamara has written offer¬ 
ing exactly that. He does emphasize that the British and the French 
are offering very real and dangerous competition. His father would 
like to conclude a deal with the Americans but both the British and 
the French are offering extremely attractive deals in terms of cost 
and in terms of speed of delivery. The American offer must be 
competitive with these. I gather tha : the British offer is considered 
to be even better than the French. 

. Mohammad wants to meet with Solbert to find out about costs and 
delivery time, particularly with regard- to the Hawks. He says, "Wa 
need missiles not tomorrow but yesterday." 

I have explained this all to Solbert, who is anxious to see that 
the transaction does go to the United States and not to the British 
or the French, but who is also impatient at the multiplicity of channels, 
some of them rather informal, through which th:i business is being con¬ 
ducted, He does not want to say anything to any Saudi representative 
1 ere which might confuse the work being done by American representatives 
in Saudi Arabia, He feels that they have all the requisite information 
and they are the proper people to transmit it. However, he admits that 
they may not have all the information on the availability of the Hawk 
and also that Mohammad as a representative of the King cannot be ignored. 
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Accordingly, he has agreed to ir.eet with him and do his best to satisfy 
him. He has promised to telephone me shortly and I trust that he will 
do sol I do not think it would be wise for me to push him any further. 

You will be aware of the reports that the United States is now 
preparing to consider selling arms directly not only to the Israelis, 
but to Jordan, Lebanon and Iraq as well as Saudi Arabia. I feel that 
this emphasizes the importance of having a first-class consultant on 
the scene in the Arab world. As I have told you, Samyr Souki is ex¬ 
tremely well connected in all these countries with exception of Iraq, 
and frankly I do not think that the prospects of sales to Iraq are very 
promising. He is also extremely well connected in Libya and in the 
other North African countries. I do feel that it would be wise for us 
to bring Souki aboard. He will be in this country on other business 
around th ' first of June. I would strongly recommend that he and I 
come out to Beverly Hills at that time - say the 3rd or the 4th of June « 
to agree upon a program. Clay Tice knows Souki and you may wish to 
consult him about this as well. I would appreciate being advised at 
your earliest convenience so that 1 may alert Souki to this plan. 


Best regards, 




Kermit 'Roosevelt 


CC: Colonel Clay Tice - Northrop International 

Mr. Charles Ill - Page Communications Engineers, Inc. 
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Mr. Kcrmit Rooccvolt 

Kermit Roosevelt Associates, Inc. 

1120 Connecticut Avenue, N. W. 

Washington, D. C# 20036 

Dear Kim: 

I expected a phone call from you yesterday so I did not get 
off the memorandum on South America for your uco in case 
it is necessary for you to cover the working level in the 
State Department. 

Attached you will find a memorandum covering Northrop*s 
activities with the objective of obtaining permission to sell 
and export our aircraft to^oXitlv^America. 

Since the development of the N-156, the forerunner of the F-5, 
v/e have had inquiries from practically every nation in South 
America who were either capable of paying for aircraft or 
were the recipients of military aid. These nations wished to 
modernize their Air Forces as the aircraft they had in invert* 
tory were obsolete and expensive to maintain. 

The present effort to persuade the State Department to change 
its policy is triggered by two specific cases: that of Venezuela 
and that of Argentina. 

tn Venezuela > *e have evidence that Hawker of the Hawker* 
Siddeley Group of England bus offered the Venezuelan Govern¬ 
ment lf> Hawker Hunters for All. 5 million. The British 
Embasry in Caracas, lending full support to this salo, has 
stationed a Commercial Attache fpecialint named Raymond 
Smith at the Embassy. A letter to Mr. Daniel^L. Goldy on 
tho subject of Venezuela ic attached. 
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Mr. Kermit Roosevelt 
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With regard to Argentina, we arc aware that the American 
Embassy in Buenos /arcs has knowledge of the fact that the 
French have made a proposal to the Argentine Government* 
Twenty four Mirage III aircraft have been offered for $40 
million to be financed by the Bank of France with a nominal 
down payment of and 12 years to pay off the balance* 

The Argentine Air Force has not rejected this proposal but 
has asked the French to modify the proposal to provide for 
certain fabrication and assembly of the aircraft at Cordoba. 
Certain hPh Argentine officials have been invited to the 
Paris Air Show by the French Government and since the 
English Government has also proposed aircraft# the group 
of Argentine officers who visit France will also visit England* 

A letter to James Dunlap outlines Northrop activity with 
regard to Argentina. At the present time#, we are not in 
contact with Argentine representatives* 

Other Latin American nations have threatened to buy European 
if American products were not made available to them, however# 
the two examples stated above are most imminent* 

Sincerely# 


Patrick W. Timberlake 
Lt* General# USAF (Ret*) 


PWTsbjb 

Attach. 
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KSJiTlJES? Ziv'.i'Cu'liV.u’.i , inter-office memorentlum 

Northrop International 

to: Memorandum for the Record from; Patrick W. Timberlake 

wbjtct: South American Activities of the • d * t#: 11 May 1965 

cooJe*’ Northrop Corporation rtf; * ' 

Thomas V* Jones 


General: 

As the result of an unsolicited invitation from the Chilean Government to 
visit Santiago, the Northrop party visited General O'Meara, Commander* 
in-Chief, Caribbean Command, in the Canal Zone in January 1962. When 
General O'Meara told Northrop that it was contrary to policy to permit the 
export of our T-38 trainer to Latin America, the party returned to the 
United States. This policy that the proposed sale of the T-38 would not be 
consistent with U. S. foreign policy was confirmed by Assistant Secretary 
Martin and Mr. R. N. Margrave, Director, Office of Munitions Control. 

Since that time, numerous requests have been received from South American 
countries for the Northrop aircraft. The frequency and seriousness of the 
requests increased markedly at the time the F-5 was selected for the 
Military Aid Program. 

Armed with the most recent request for a quotation from the Venezuelan 
Embassy, a series of visits were made during January 1965 which pretty 
well summarizes the position of the United States Government at the present 
moment: 

(1) On Wednesday, 13 January 1965, General Timberlake 
and Paul Fonda met with Mr. Alvin Friedman, Deputy 
Assistant Secretary ISA (Regional Affairs) to discuss 
the letter Northrop received from the Air Attache of 
. Venezuela, dated 30 December 1964, requesting 
specific quotations on delivery and financing for the 
procurement of fifteen F-5 aircraft. Also attending 
this meeting were Mr. Frank Fede, ISA/ILN and 
Colonel R. J. Hill, USA, office of Western Hemisphere 
Affairs, ISA. Mr. Friedman was most emphatic in 
that his position was definitely against any such pur¬ 
chases by any Latin American country and that if 


59-120 0 - 76 - 45 
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' Northrop International 

to: Memorandum for the Record ,,om: Patrick W. Timberlako 
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South American Activities of the 
Northrop Corporation 
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diu: 11 May 196$ 

ref: 


Northrop made application for an export license 
for any such sale, that he would make his position 
clear to Assistant Secretary of Defense, ISA, the 
Hon. John T. McNaughton, who in turn reports to 
Secretary McNamara. He did indicate that possibly 
by 1970 after the Alliance for Progress Program 
to build up the economic and educational status of 
these countries had progressed, that the U. S. 
policy might be relaxed somewhat. 

Mr. Friedman said that if Northrop was interested 
in working up a cost analysis study of M It O costs 
of aircraft in the inventories of certain Latin American 
Air Forces, in comparison to actual procurement costs, 
plus M & O of the F-5 over a number of years, that he 
would be most interested in seeing such a study: and 
that if such study looked favorable toward the F-5 that 
it would certainly merit strong consideration. 

(2) On Wednesday afternoon, 13 January 1965, a meeting 
was held with Mr. Peter Solbert, Deputy Assistant 
Secretary, ISA, to apprise him of our discussions with 
Mr. Friedman earlier in the day and he generally con¬ 
curred with what Mr. Friedman had said, however, he 
was a bit optimistic on the possibility of a changs in 
U. S, policies. 

($1 On Friday morning 15 January 1965, a meeting was held 
with Mr. Robert W. Adams, Deputy Assistant Secretary 
of State for Western Hemisphere Affairs, at his office, 
to pursue this matter further. Some time ago General 
Timber lake had met with Mr. Adams on our South 
American problem and at that time he advised that he 





Hgrjnac.” , 

to: Memorandum for the Record 

*ubj*ci: South American Activities of the 

Northrop Corporation 

copit*: 


- 3 - 


Inter-offlco memon.nrkj * 

Northrop International 
from: Patrick W. Timberlako 

ottt; II May 1965 


rcl: 


would check this matter out with several offices in 
State to see if there was any indication that U. S« 
policies may be relaxed to allow the sale of the F-3 
to certain countries capable of paying for such 
purchases. At this meeting, Mr. Adams did not 
give us any hope that such sales would be authorised 
in the foreseeable future. He did say, that he would 
advise us if any breakthroughs appeared imminent at 
some future date. 

(4) Northrop personnel met with Major General Joe Kingsley 
of the Joint Chiefs of Staff regarding JCS policy on South 
America. Upon a statement that an intelligence service 
in Brasil reported that Mr. Friedman of ISA and General 
Kingsley of JCS had stated that the F-5 would not be 
released to Latin American countries until after the 
1970 period, General Kingsley asked for a copy of this 
intelligence report and indicated that the report was 
very close to the facts. 

The situation was also discussed with Mr, Daniel L, Goldy who has been* 
appointed National Export Expansion Coordinator by the President. Mr, 
Goldy explained that it was very difficult for him to get into this matter 
as long as there was unanimity between State and Defense, however, if 
there was evidence, which is"now well known within Government channels, 
that procurement from a European .nation was imminent, he would like the 
matter brought to his attention, 

Veneauela 


A copy of a cable is attached which was received from the General Electric 
representative in Caracas, but should not be shown to State Department 
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personnel. We understand that the U. S. Ambassador Bernb&um has made 
a strong case for the F-5 export approval to the State Department. 

General Breltweiser and General Porter, Commander-In-Chlef, Southern 
Command (Caribbean) visited Caracas just recently to discuss this matter 
with Colonel Milani, Chief of the Venezuelan Air Force and was openly 
threatened with a European buy unless the United States permitted the 
purchase of the F-5. 

Argentina 

t 

We have very nearly the same situation in Argentina except that the proposal 
there has been made by the French to supply 24 Mirage III aircraft for $4.0 
rinillion. This price includes spare parts and ground handling equipment 
with a minimal down payment of 5% with 12 years to pay out. The State 
Department is aware of this situation. 

I understand that the Argentine Ambassador In Washington has written i 
letter asking for permission to discuss aircraft programs with the Northrop 
Corporation. The Ambassador's letter definitely stated that these conver¬ 
sations would not be considered a commitment on either the ;<art of the 
Argentine Government or the Northrop Corporation, which inferred that if 
the United States granted this permission to talk, it did not necessarily mean 
that an export license would be forthcoming. On April 8th this letter had not 
been answered. 

Brasil, Chile and Peru 

Numerous Inquiries have been received from Brasil, Chile and Peru who 
have the potential for a direct procurement of F-5 aircraft. Any policy 
affecting Argentina and Venezuela would also affect these three countries. 


Patrick W. Timber lake 


0 * 


PWT:bjb 

Attach. 


COPY 
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5 May 1965 

TO* P. W. Tlmberlake 

Mr* Helfenstein of G. E. called from his office in Lynn, Massachusetts, 
and inasmuch as we had not received his letter as yet, his secretary 
dictated the following: 

"Re your letter 1/4 

"Hawker has submitted letter proposal to Venezuelan Defense Minister 
offering supply 15 Hunter fighters total value approximately Bolivares 
60 million/4,5 per U. S, dollar/ U. K* Embassy Caracas lending full 
support this sale have stationed commercial attache specialist in air¬ 
craft business, Raymond Smith at Embassy. Smith was instrumental 
U. K. securing Canberra Provost and recent 6 Avro/748/ commercial 
propjet orders for British, Venezuela ready and financially able purchase 
quantity 15 F-5 aircraft subject of State export approval. Hawker second 
choice based Venezuelans experience and existing tooling and equipment 
support aircraft of U. K. manufacture." * 

"French Mirage HI in third place. Since Venezuelans not inclined tool 
up to support third country aircraft. Colonel Henry Choate, Chief USAFM 
Caracas has submitted strong recommendation to U. S. Ambassador 
Bernbaum encourage state approval F-5 export license. I discussed matter 
fully with Choate 4/30," * 

"He had suggested timing right for CE/Northrop apply pressure in State 
Department. Attempt influence approval export recommendation especially 
in view imminent loss of business to If.K, Choate optimistic based fact 
State has not secured immediate disapproval Northrop license request. Ball 
definitely your court. Choate traveling U. S. 30 May wish locate and discuss 
in addition your State contacts." 

"Signed Casey" 


bjb 
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v*** / ‘ \ ; V y l \ 18 Jhnuary^l96£. 

Mr. Daniol L. Coldy 
. national Export Expansion j 

Coordinator •"V 

• U. S. Department of Commerce 
' “ Room 5051 - —* i 

; -4: 14th it Constitution Avo#» N. V. 

; ; Washington 25, D. C. 

Dear Mr. Goldyi /' 



As the result of our convocation in your offlco on 15 Jan* 
uary, 1 am furnishing the following information to sorve 
as an aide memoirs incaso you wished to tako any action 


' in this mattor. 



Th# broad subject discussed was tho policy concerning the, 

. export of tho Northrop P-5 aircraft to South Amorica. 

The specific case cited as an example was the continuing 

• requosts on the part of tho Yonosuolan Government for 

• •. procurement information on tho Northrop F-5 family of 

' aircraft and tho statement on their part of their intontion 
. • to buy 15 of such aircraft. * : , {■• 

' The salient facts concerning the Venezuelan case are at . 

r follows* 

•• -i.* • 

, * (a) On 23 May 1964 tho Embassy of Venezuela 

advised our Washington office that it had ;! j 

• \ received an inquiry regarding Northrop ' : ‘ • 

’,* • ‘A •U i' aircraft. This request was answered 
!*' ■ t; * informally and orally. *;v;**&{■•£' 

• . . * \ . * ♦ /‘I;!* 


*, (b) On 5 Novombor 1964 the Commander-in- 
•; “);• Chief of tho Venezuelan Air Forco visited 
/ 'f • •' Northrop and requootsd a prlco proposal 

for twelve (12) F-5As and three (3) F-5Ds. 

' i ”» • *• , : 
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■V'M*. D.nlet L. Goldy ' b . :• \■) 

Washington 25, D. C. ' ’• i ■ •' 

16-January 1965 . V* * : s t . * “ • ! * * • 

1, Page 2 . : ;; •. , i '•** 1 *•* ‘ | i . 

. 7:3 ' 

• ‘if 1 1. * 

■. (c) On 11 December 1964 Northrop provided a 

planning purpose quotation with a further 
.,<! .Y : . •; statement that until such time as the U.S. 




Government provided for the reloase of 
production allocation wo were unable to 
state the availability of such aircraft. This 
quote Indicated a flyaway cost of approximately 
$11 million with a program coot including spares 
and ground equipment including the above# total* 
ing approximately $14.5 million, - 



y 



; (d) On 30 Docomber 1964 the Embassy of Venesuela 
* * addressed another lettor to the Northrop 
" J , f y Corporation asking for financial and dollvery 
X* : information# stating that the Venezuelan Air 
Force was contemplating the acquisition of 
’ the above mentioned aircraft. (A copy of this 
.jV. latter is attached.) 


x (a) It is obvioue that no realistic credit and financial 
• > i ' 0* t information could be furnished until tho permis* 

• m ;■ slon to eventually export, the aircraft to Vonosuela 

*; v*.' could bo obtained. Visits were made to DOD/15A 

|j ; -■. ■ and the State Department Office of tho Arslst&nt 
;‘\j-'»‘ . Secretary for Latin American Affairs on the 13th 
# \ ;\i, / r. and 15th of January. We were informed that it 
•*.v. \ . .i ...would be contrary to U.S. policy to permit the • 

: • export of F*5 aircraft to Venezuela in the fore* , • 

seeable future. 

•••■•/ !• ■ • 

‘ (f). Ae explained#'It is difficult for the Northrop 

Corporation to know when the sale end delivery i 
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Mr. Daniel JU Coldy 
Waohlnctoa 25, D. C. 
18 January 1965 
Pago 3. 


of aircraft by European contractors, of equal 
or superior performance, Is imminent. Sea 
attached notos on present typos in inventory 
and on order by Venezuela. 


Your courtesy and consideration in seeing Mr. Fonda and 
k . myself last Friday Is appreciated. 

.* Vr ./ •. • Very truly yours, ' : 


Patrick V/. Timberlako 
JLt. General, USAF (Retired) 


PWTibJb 

Attach. <f otit-rz- Z&cio,'*™ 

■ ... ’ \j<rh)*WLA '?+***' - 


■' ■■ \ t*; 


'7r^,/S^cL 
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Mr* Jcrccu D. Dunlap ^ 

Deputy to t!;o Aocistant Secretary of 
International Logistics Negotiations 
Dcpavtr.cnt of Defuse (ISA) 

TUo Pentagon 

Washington* D, C* ’■ 

Dear Jims 



18 December t’>64 



tliio letter will confirm our telephone conversation t!iiu riter- , 

noon concerning tho allegation that Northrop had been actively 
celling the F-5 ia Argentina, Foilowing our conversation.* 2 
made a very careful chock of our flics and queried all of my 
pooplo ia the International Division who could have conceivably 
been in contact with Argentina. 2 am hepoy to be able to reaffirm 
my statement to you that Northrop ha:; net undertaken any action 
whatsoever with rocpect to F-3, or even 7-30 for that matter* 
oalcs In Argentina# Asa matter of fast, v.-c have been co circum- 
opcct in this matter, that 1 fir.d v/c have been remiss in r.oi oven 
answering official Argentina gov cram erst correspondence which 
certainly could be a ocurco cf embarrassment to Northrop, 

In the first place, wo have had no official correspondence with 
anyone in Arrentir-a concerning either the 7-33 or F-0 for thu 
past Z 1/2 yearo (thlo is ao fir as 'l have gone bach lu the file 1 ). 
Our only contact with tho Argentinians during the past few yesvra 
has been with the Argentine Air Attache in Washington lost f::'lL 
Attached era copies of two letters iVr:n Colonel Juan J 030 Taaoo, 
Hood of the Argentine Aaron: utleal Military Mission in New York 
City dated August Z7 and September 20 respectively. 


On September 9* Gv.yna ^chinecr. 
Argentine Air Attache, General C 
in the General's office. The purp 
to both of tfieue gentlemen that No 


end Paul Fonda met with the 
aracciolo, wad Colon::! Tasso 


o:'.c of this visit was Co cupNiia 
rthrop was unable to reply to . 
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Mr. Jomco D. Dunlap 

13 December 2964 . ; t ■ 

Paco - 2 - ^ 


their correspondence until wo tod ofC'eial USA governmental 
authorisation. The Argentines requested that Northrop either 
appoint a representative in Argentina or send someone down to 
Visit their plant in Cordoba to answer pressing questions coa- 
coruing tho feasibility of manufacturing the F-5. Neither of the 
requested actions too been talcca by Northrop. 

" ' i ; 

The Argentine officers stated tint their country tod to maho & 
decision with respect to a new manufacturing program in their 
Cordoba plant prior to tho end of 1964 and that the F-5 uao the 
logical first choice. In the event that the United Statoc would 
not allow consideration of tho r-5, Argentina undoubtedly would 
• turn to Europe for its next manufacturing program. 

Since the above mentioned early September meeting, we have 
cabled Colonel Tosco on 22 September pursuant to the attached 
copy. Vo hayo also written General Csrncciolo on 12 October 
and a copy of this letter is also attr.cl- sd. The meeting referenced 
to in this letter between Gwynn floblnuon red the Ceaoral wa? on 
the occasion of the visit of 52 foreign air attaches to California 
under the sponsorship of A2A. 

Colonel Taoco and General Carnccloio ha/e telephoned uc 
numerous times during die past few months requesting that we 
anew or their letters or scad someone to Argentina as an interim 
measure. I am embarrassed to any that we have done neither 
and at this point, 2 certainty would not blorne Argentina for being 
disgusted and unhappy with NorUirop's evident lach of politnens* 

: much less good buoinor.a prsccdire. 1 wonder how many other 
U. S. contractors in a similar position would be able to resist the 
temptation to do at least a little selling. From the above, you can 
readily see why I was quite indignant over the untrue accusations 
l$vclod against us.* 




711 


Mr. James D# Dunlap 
13 December 1964 
Page - 3 • t 


la tny ease* Jim, Z went to tales thio opportunity to **ish you end 
•’ your family a vory Merry Cbriotmos and Happy New Year* . 

• .'»* i •; : V ‘ ; . .. - With einceroat regards# 



Patrick V». Tknbcrlako 
Lt. General, -USAJ (Ret.) 
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HERMIT ROOSEVELT ft ASSOCIATES, INC. 
Itoo Connecticut Avenue 
WlSniHOTOH, D. C. ft0090 

PftftBI7*1440 

October 18, 1965 


General Patrick W. Timberiake, 

Vice President, 

Northrop International, PERSONAL AND CONFIDENTIAL 

9744 Wiishiro Boulevard, 

Beverly Hills, California 

Dear Pat: 

The following is my report on conversations in Beirut and Jidda, 
October 5th through 11th. >. 

) 

Before going to Saudi Arabia I was able to review the situation 
in detail with Samyr Souki and to have talks as well with Ambassador 
Anas Yassin and v JDr._J)mar Azzam. Unfortunately Ghazi Shaker was in 
England or Germany, contrary to his announced plans, during the whole 
of my visit, I do not know his present whereabouts. 

From Souki and from the reports forwarded to me by Clay Tice, I 
was able to fill myself in completely on the activities of Carlos Dodd 
and the visits of Tice and Soqki to Saudi Arabia. I could not be 
terribly impressed by the activity or effectiveness of our Saudi Arab 
team supposedly under the leadership of Ghazi Shaker: he himself was 
in Europe for an unspecified duration; Prince Mohammad was in the United* 
States and his return date was also uncertain; Anas Yassin when I spoke 
to him was on his way to Egypt and I believe is presently more interested 
in settling some problems connected with his Father's estate than in any¬ 
thing else; (Azzam Pasha later told me that Anas had asked him to inter¬ 
cede with the King so that Anas might have a leave of absence for this 
purpose); and Omar Azzam, who was never proposed as an active member of 
the team at this time but was designated to as-as a member of it, has a 
full time Job in Beirut though he is planning to spend a couple of weeks 
in Saudi Arabia beginning at approximately this dato. Samyr Souki has 
been very active and I believe effective, and the introduction of Kamal 
AdhAm, to be discussed later, may supply much needed additional strength. 
I note that Souki has indicated in one^or two of his reports that we can 
expect help from Ambassador Azzam Pasha (Omar's father) who is indeed 
very close to the King and sees him every evening when he is in Saudi 
Arabia. However, I chink it is quite unrealistic to believe that Azzam 
will try to influence the King in any except the most general terms and 
then probably only if the 1 ng should request his views - wniuh is not 
very likely. Azzam Pasha a rankly makes no effort to unders.ri.id the 
complexity of modern weapons; I.believe that all we could L^j.e for from 
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from him would be that he might urge the King'not to buy any supersonic 
fighters at this time. 

It was clear that the cable I sent on the 19th of August (copy at¬ 
tached) to Prince Mohammad, the Chief of Protocol and Ghazi Shaker, created 
a strong reaction, initially one of shock that I should send such a mes¬ 
sage in an open cable. However, Souki, who had been here in Washington 
when it was decided that I should send the cable and had himself suggested 
that we add the Chief of Protocol to the list of recipients, was able to 
make good use of it and to explain to the recipients why I felt it neces¬ 
sary to send the cable in the manner I did. The cable has been the subject 
of discussion between various groups to whom it was not addressed; Kamal 
Adh£?i has mentioned it to the CIA representative in Jidda and I understand 
that the State Department officials in Washington have also referred to it. 
Its effectiveness has been increased by subsequent developments in 
Washington which have proven that my message was in no sense unduly alarmist. 
I understand that the Chief of Protocol gave the substance of the message 
to the King although neither the King nor the Chief of Protocol referred 
to the cable during my visit. 

On October 9th I had an extremely friendly and relaxed two hour 
conversation with King Faisal. I did not even raise the subject of the 
defense program during the first hour but was able to introduce the 
problem quite naturally during the second half of our conversation when 
I was describing the Shah's reaction to the recent visic of King Hussein 
to Iran. (You will remember that Hussein told the Shah that Jordan and 
Saudi Arabia were each to receive two squadrons of Mirage 3-E's.) King 
Faisal confirmed this information as regards^Jordan but denied it so far 
as Saudi Arabia was concerned. I took this occasion to say to'the King 
that, as he has known for some time, I have been a general adviser to the 
Northrop” Corporation but that I wanted him to understand clearly that I 
would not personally benefit from any Northrop sales to his country nor 
would I advise cither him or Northrop in any fashion contrary to my 
understanding of the best interests of Saudi Arabia ano particularly of 
Saudi Arab/American relations. I reminded the King that at his request 
I had urged Secretary MacNamara to recommend specific American products 
rather than leaving the choice up to the Saudi Arab Government without 
the benefit of American advice. I reminded the King further that after 
MacNamara had written to Prince Sultan in accordance with the King's re¬ 
quest, I was subsequently askedP to in persuading the Department 

of Defense to send an evaluation team to discuss the Secretary's recom¬ 
mendations with Saudi Defense officials. I said that I was surprised 
and concerned at the decision of the Saudi Ministry of‘Defense to go 
against Secretary MacNamara's recommendations and inquired of the King 
whether, in view of the apparent relaxation of tensions between Saudi 
Arabia and the United Arab Republic, he might feel less urgency in the 
procurement of highly expensive fighter aircraft which his Air Force 
would not be able to fly and maintain for years, if ever. 
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The King replied that tensions had indeed diminished but. it vat 
none the less the conclusion of his Government that it must have de- 
fense equipment as good as or better than that possessed by Saudi 
Arabia's neighbors. Accordingly he has instructed Prince Sultan to 
pursue a rounded program, and this is vhat the Defense Minister is 
doing by signing up for a complete package. He said that he understood 
that Secretary MacNamara's team had recommended the F-104-G. 

1 said that 1 hoped His Majesty understood exactly the circum- 
stances in which this recommendation was made. The team had been told 
flatly that the F-5, which was an&remalns the strong record*..-cation 
of the United States Department of Defense, had been excluded from 
consideration by Prince Sultan. The team was asked to recommend one 
of three planes, namely the British Lightning, the French Mirage 3 and 
the American F-104-G. Of these three the Defense Department team recom¬ 
mended the American plane but Colonel Yeager, leader of the team, 
specifically asked that it be made a matter of record that the team 
warned against the impracticability and vulnerability of the produce 
and specified that the Department of Defense should not be blamed if 
some years from now the Saudi Arab Air Force finds itself with a hignly 
expensive obsolescent plane on its hands which it is unable to maintain 
or operate, I referred in some detail to the difficulties of maintaining 
and operating the F-104-G as demonstrated by the experience of highly 
skilled air forces and 1 referred particularly to the high attrition 
rate both for the machine and for the pilots. 

The King said that he was no export in these matters and that he 
simply accepted the advice of his Ministry of Defense which in turn, he 
understood, had sought advice from the best qualified sources. He asked 
what I would do, I replied that X was no expert either and that I would 
do as he had done with the difference that as an American I would accept 
what I felt certain was the sincere, competent, well considered and well 
intended advice of the American Secretary of Defense. I reiterated my 
conviction tnat the Secretary made his recommendation after the most 
careful study of Saudi Arab defense requirements and in full recognition 
of the equipment possessed by neighboring States. 

\ 

The King repeated that his Minister of Defense had been instructed 
to proceed on a well rounded program which must include radar and ground 
control and communications as well as training before the procurement of 
highly priced, very complicated airplanes. I commented that this was the 
only sensible way to proceed and said that he was at least lucky in not 
being a one-sided expert, like one of his neighbors who is personally an 
expert flyer and who picked the best plane for his country's defense 
(incidentally not the F-104-G but the F-5), and who now had a squadron 

which his own Air Force could fly and maintain, but who was totally 

lacking in ground environment and who was therefore as good as blind. 


\ 
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The King made one further comment, expressing the hope that he 
would get generous arrangements on financing. My only reply was that 
it was indeed a very expensive program which his Ministry had chosen. . 
After this subject we reverted to a general discussion of regional 
problems. 

Later that same date X met with Talcott Seelyj who appears to 
. be far better inclined in Jidda than he was under the command of 
Phillips Talbot in Washington. Seelye claims to have been in very 
** close touch with the DOD visiting team and said it did *n excellent 
job in trying to sell Secretary MacNamara's package, but it was badly 
outgunned on the F-5. He showed a good over-ail grasp of developments, 
although he is mixed up on chronologies and details and refuses ab¬ 
solutely to engage in any talk of bribery or to admit that it was a 
factor in the Saudi decision. Seelye said he believed Page had an 
excellent chance on the ground environment part of the package. He 
doubts if Sultan will visit the United States until the Spring at the 
earliest, and he does not believe that the Saudi Government will soon 
be able to consummate the F-104-G deal. Although he agrees it would 
be the best solution, he does not think that the Saudis, now that their 
Air Force has been promised a Mach-2 airplane, could be satisfied for 
anything more than a brief period with a ground environment-Hawk-T*38 
combination. 

On October 10th I met with Kama! Adham who, as I understand it, 
already has a piece of the Lightning deal, the Mirage deal and the 
Lockheed deal and is trying to complete the square by an arrangement 
with Northrop-Page. He says that he has recommended to Sultan that, 
since the Lockheed plane has been selected, Page should get the ground 
environment portion of the package. 

Kamal Bey is very much on the defensive about Sultan's reasons 
for choosing the F-104-G. He states that the Prince was persuaded to 
this choice by King Hussein of’-Jordan and the Pakistanis. He was told 
by various sources, including the Sauc.. Arab Attache in Washington, that 
the U. S, Government did not want to give the F-104-G to t^e Saudis for 
fear that this would strengthen the arguments of King Hussein that he 
should be allowed to purchase the plane which, in turn, would lead to 
Israeli insistence upon being allowed to purchase it as well. In order 
to avoid an escalation of the arms race in the Middle East, the United 
States preferred to give a second best plane to the Saudis if the Saudis 
could be persuaded to take it. Kamal Bey believes that the F-5 has 
definitely been eliminated from consideration for the foreseeable future 
although he does not believe that the transaction for the F-104-G will 
be consummated in the near future and does not eliminate the possibility 
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that it may never be consummated at all. He remarked that if Prince 
Sultan was to be criticized on the decision at all, it should be on the 
basis that he has chosen a very expensive plane which his people will 
not be able to operate for several years, by which time they should 
really be purchasing more modern planes. 

Kamal Bey thinks that twin engine trainers mfcght have a real ap¬ 
peal to the Defense Ministry and believes that this possibility and the 
wide-open situation so far as the ground environment package is concerned 
offer Northrop-Page very good opportunities. He opposes the idea of Page 
sending a team out at this time, but suggests that one individual well 
qualified in the whole field should come to Saudi Arabia as soon as pos¬ 
sible to work with Kamal Adham. He says he can introduce him in the right 
places and give hint the right guidance and he thinks such a visit would be 
most rewarding. Kamal Bey himself was planning to go zo Beirut on about 
the 14th of October where he would confer with Samyr Soukl* I could not 
get him to take much interest in ORDAP which he apparently regards as too 
sophisticated for the Saudi Ministry of Defense. 

To support his belief that consummation of the Lockheed agreemert 
is not imminent, Kamal Bey explained that Prince Sultan cannot leave 
Saudi Arabia until after the Hareb conference on Yemen which begins 
November 23rd. After that he plans to go to Europe for a month's vacation 
so that he could not expect to visit the United States before January at 
the earliest. 

To summarize and report upon the various questions I was asked to 
resolve: on the airplane, while most people deny that the final decision 
has been made by the King, and the King himself was non-committal on 
this point, I would judge that in fact the'decision has been made, but 
the King docs not want Prince Sultan to go ahead quickly on the basis of 
it. Substitution of T-38 trainees at least as an initial step would 
appear to be in the realm of possibility. However, to get the decision 
formally changed would appear to be not only difficult but extremely 
embarrassing for the Saudi Arab Government. On the ground environment, 
no decisions appear to have been formalized and it does appear to be the 
Intention of the King that this should come first. On ORDAP, 1 agree 
with Kamal Adham that it is too early to interest the Saudi Government in 
such a program. Finally, on the question of a team visit, once again I 
agree with Kamal Adham that it should not be a team but that one highly 
qualified individual should go to Saudi Arabia very soon* 

The role of Kamal Adham needs to be formalized. My own feeling 
is that without him we are going to be weakly represented. X think 
Prince Mohammad would be very willing to take as strong a position as he 
can, but X think it would be unwise for him to advocate too strongly one 
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American corporation as opposed to another. It remains to be seen what 
mileage he can get oUt of the Washington reaction to Lockheed's tactics. 
Mohammad will be back In Saudi Arabia by about the 27th of October. If 9 
for Instance, Joe Waldschmltt is going to Saudi Arabia at about that 
time, we will have to work out an agreement of some sort, even if an 
unacknowledged one, between Mohammad and his uncle Kama! Adham for at 
the present time they are, in Mohammad's eyes at least, at daggers drawn* 
1 am going up to see Mohammad tomorrow and will prepare him for the 
Ambassador's dinner this coming Friday which could possibly be a most 
\ important occasion. 


Best regards, fv 

iCU— 


Kermlt Roosevelt* 


Att. (1) 

ccs Mr. J. A. Waldschmltt - Page - Washington 
Mr. Jack Bradley - Northrop - Washington 


59-120 0 - 76 - 46 
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October 15, 1965 


General Patrick W. Timberlake, 
Vice President, 

Northrop International, 

9744 Wilshire Boulevard, 
Beverly Hills, California 

Dear Patt 



Belov is a report on my visit (September 29th*0ctober 4th) to 
Teheran; a similar report on Saudi Arabia will follow. 

On arrival I telephoned Church Haenke and ve met to map out a 
program, It turned out that General Khatcmi was in Europe and would 
not be back before my departure. We agreed therefore that 1 should 
discuss Tom Jones' visit, and the reason for its postponement, with 
the Shah, covering in general terms the Northrop/Page proposals for 
Iran (over and above the F-5), advising HIM of Glen Lord's visit and 
saying that 1 planned to give the Prime Minister a similar briefing 
with the recommendation that the Prime Minister meet with Glen Lord 
and himself arrange meetings with other appropriate officials of the 
Government. Church and I agreed that there would be no point in my 
seeing, for instance, the Minister for PTT, since X would not be able 
to discuss projects in sufficient depth to make the talk worth his 
while. 


In addition to the Shah and the Prime Minister, I would review 
the situation with Ambassador Meyer, and Church and 1 would also meet 
with General Locke and Allen Conway, a member of our Embassy staff with 
special interests and connections whlch^could be helpful. We would 
also discuss consultant possibilities with them and vlwh Selfullah 
Rashidlan. 

The meetings went much as planned. I found Ambassador Meyer 
very well'disposed, expressing high regard for Church Haenke; General 
Locke is to all intents and purposes a member of the family. lXie to 
the State visit of the President of Austria, I did not see the Shah 
until the evening of Octobei 2nd, when we had a long, relaxed and 
most satisfactory conversation. He was much concern#! with the Pakistan* 
India situation * he is sending all the arms and equipment he can to 
Pakistan * and with the recent visit from King Hussein of Jordan. 

This led naturally to talk of airplanes. King Hussein has told 
the Shah that as part of the build-up of combined Arab military power, 
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Jordan and Saudi Arabia would each be getting two squadrons of Mirage 
3-E's. (At least as far as Saudi Arabia Is concerned, this does not 
appear to be true.) The Shah remarked that he could not hope to main-- 
tain the morale of his armed forces unless they had equipment at least 
as good as their neighbors. However, a bit later, he did say that if 
he could be assured of F-S-X's, he would postpone moving to more ad¬ 
vanced planes. He expressed the hope that by the time Tom Jones should 
visit, it might be possible for him to be given such assurance, 

X did not discuss the air force training and personnel management 
project in any detail in General Khatemi's absence, but did say that 
such a project was being developed with the General. The Shah was clearly 
Interested in the various Page proposals mentioned to him, and asked me 
to convey to the Prime Minister his desire that the Prime Minister meet 
with Mr. Lord. He looks forward to seeing Tom Jones, and 1 suggest he 
be notified of Tom's plans, when they are definite, by Church through 
the Prime Minister, 

The Prime Minister was most receptive, took notes on some of the 
Page projects as I described them briefly, expressed eagerness to see 
Glen Lord, and promised to make the appropriate appointments for him. 

(If there is ever any difficulty in getting through the Prime Minister's 
secretariat to him, Selfullah Rashldlan is a close friend who can always 
call directly.) 

Allen Conway is specifically interested in providing the Iranian 
Air Force with a training program in basic electronics to begin with. 

He also has an interest in SAVAK, the security organization, which not 
only needs training but has communications responsibilities which cut 
across all Government departments. 

So far as agents are concerned, 1 would recommend that nothing be 
done about Shaflq until General Khatemi’s specific suggestion Is obtained. 
If the General is anything less than 100% confident, I would clear it with 
the Shah. Assuming that Shaflq is to handle the aviation side of things, 

I believe the team of Selfullah Rashldlan and his brother Asadollah would 
be tremendously valuable as consultants on the remainder. They have 
excellent contacts from the top (Asadollah with.the Shah, Selfullah with 
the Prime Minister) right on down through all departments of the govern¬ 
ment and business community. 

Best regards, 

* Kermit Roosevelt 


cci Mr. J, A./ Waldcchmitt - Washington 
Colonel Jack Bradley • Washington 
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3 September 

f l.f. * .. 

J inn dit ( tling fliia so Ili;tl it cap got into your bands at the carPi . i 
moment. Naturally, tioinc of the pin* aselogy is not precisely v.h.*t 
we would use in formulating a written message to the Shah, and 
probably not the language you would choose in conversation wills him, 
but it can serve nsa policy guideline plus some background for what 
you will tel) him, 

Kirst of all, some over-all observations. This program has been 
approved by the U.S. Government at the highest policy level because 
of then concern about the highest policy considerations involving 
mutual security. I am asking Jim Holcombe to give you a paper we 
have prepared on the subject of mutual security considerations and the 
530, This will give you the material which wo presented to Paul Nit:-* 
and to others at his level, Really, it presents tho fundamental 
reasons for supporting tho program. Simply stated, It voices concern 
about the expanding Soviet threat implied in the Soviet re-equipping the 
various satellite countries around the world with advanced MIG*21*6 
and other high performance aircraft, 

ihe U.S. cannot ignore this, nor can it ignore the fact that nations 
friendly t-j us may rot have fci.y place to turn, Clearly, it is in the 
U. o. is*!t!«i;t,.] interest to help these countries achieve maximum s cot! 
co.,. J. ti nt th.'-ir own ocomrinr pn'rniinl. 
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Keeping those facts in mind, J think it is essential that we keep the 
530 program at a high policy loved in each of the countries that we 
are discussing Jt is certainly at that level with the Shah --he certainl 
dealt with the chief executive of the U. S. and in dealing with the 
President personally ho actually raised the level one notch higher than 
we arc at in our discussions in the U.S., which is all to the good. 

So, In any discussions with the Shah it is important that they be kept 
on the bards of fundamental national objectives, rather than allow it to 
take the appearance of a sales plan, or to allow anything to obscure the 
fundamental objectives. 

The first purpose of your visit to the Shah then is to simply inform 
him of,the events that have transpired since his conversations with 
the President. Show him a copy (which will be attached) of the letter 
from Nitr.c to me. If you think it useful you can show him selected 
portions of the mutual security brochure and even leave it with him 
if he expresses such an interest. 

Also, I have asked that Jim Holcombe provide you with a copy of a 
study of ours called “Market for the 530" and the reasoning behind 
each one of the groupings. You may show this to the Shah if in your 
judgment you should. 


)i,.,r.* of th, of U,„ HKt ard tU ?.* 

rebuilt m.iit xCmly, I have asl.etl Jim to provide you with other pieces. 



of paper which describcr. each of those programs -- the NKF, the 
MKA-75, as well as a simple description of our own 530 so that 
the differences between them can be well understood, This you will 
probably want to retain for yourself but if you want to you can provide 
it to him. Jt was intended to clarify the relationships between these 
projects for our top defense officials, and he may find it useful to 
him. When you read that paper I think you will see why there is some 
confusion about the German position.' 

To give you a little history, the 530.was conceived without thinking 
of Germany. It was really conceived around the countries presently 
using the F-5 in addition to others like Italy and some of the Moditerran 
countries. It was only after Stcinhoff became Chief of Staff that lie 
realized that it was not realistic planning -- planning which put the 
use of the technology na octal to provide military equipment into proper 
relationship with the budget available for such projects. It was that 
realization that caused him to suggest that I come over there and 
talk to him about this situation. , It was'at that time that I briefed him 
on the 530 and he immediately said, "Well; this is the kind of airpl*'.ne 
v/c need. " 

There vas then a period of several months wherein $f* inhoff and .Vr, 
Wahl, the top German technical man, completely agreed v.i!h the 
concept, in f«*cl, they said Ini's was. the ai rj/l.mn they d. 


BEST AVAILABLE COPY 
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We umKtM.i n<l ! 1t;i( at the present lime W«iliJ Mill feels*. this way, 
SU'inhoff JVi-h; (his; way about the airplane but /or rca.sons I cannot 
cpilt<: under.M;md, Stcinhoff and his boas, Mr, Schrooder, fee), it 
necessary to include other countries in a statement of the requirement?; 
for a new airplane as a means of gaining more political support for 
their own in Germany, At the same lime, the German industry, 
especially the Southern Group, wanting to have a more advanced airplane 
which was equal to or better than anything the U, S, or the French 
could produce, started moving in the direction of a much more 
complex and expensive'solution to the problem. This is where the 
situation now stands. 

Incidentally, so we will not be confused, the MUA-75 is a requirements 
group and only that and several members of.the consortium believe 
that the f»30 in the best answer to the requirement. They do not 
consider at all that we arc out of the MKA-75. Keep that upper¬ 
most ir. your mind. • MUA-75 is not ar. airplane, but our fear is that 
this group is tending to push the requirements into such a complex 

set of specifications that the 530 won't be able to meet them without 
• \ 

going astray, Y/c will not permit this to happen since all of our work 
to date results in the P-530 an an airplane which can be produced to 
meet performance, schedules and cost. 
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I I" - ''' ‘ ’ ' , ' 1 glv vini'lll ;:.>ys (hat t lie f) VO COUIlIllCS V.'i )] jointly 

try to c. -lop :i Sl;l ro< l 1 "''•'vmoiil.s for an operational aircraft. Thin 
agreen : liar. l*ccn signed 'ey the Defense Minister level of each 
country - liile the Chiefs c. .''iaft'.i and j know this personally from 
discus; it with each of them -- still believe in the 530 concept 
and the red fov a simpler, less expensive aircraft which will still 
provid. •:?.>> performance. The fact that it has been at a ministerial 
level U to constrain them, since it is at the ministerial level that 
the indexes and politicians in cnch count ry who are concerned about 
work to he performed in each country get into the act. For instance, 
Rolls R.ycc is fighting hard for the engine; the English aircraft 
industry is actually saying .hut if England is coing to be .„ thc program 

the aircraft industry of England must have the final say-so on thc 
design, etc. , etc. This is lyp ical o{ thc myraid ot prob!cms thpt 

always crop up when countries . . . . , , . 

* r 1 na vc deemed ahead of time to get 

together on a staled set of ivaui i . , ’ 

1 cments. It ends up in a debate which 

is not really about rcquircnnnii ltl4 . J . 

1 in., but is tied to industry relationships, 

economic considcralions, a h( i 

» so on, and the net result is usually 

failure ns has-happened in 

,no *’ 1 cvor y other attempt at a multi¬ 
national statement of requi f „ , 

1 to date. The Italians as recently 

as a ween ago through Cem *•i »» ». , 

J anah have staled that they feel the 

program is going to fail, l #l f lr . t #l .. , , , , 

1 tl » t,lc *y c *^ n t believe thc MR A -73 

project \.'»uM succeed in tl*. f:, , . , . 

- l '-"••cause tlsey felt you. cede’. 

not j ft ,« gi u’.sp of nution-i ^ 

t.*‘ » o.. «t • in-erne set of requirements 
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without having at: a result a completely confuting combination of 
diverse opinions anti requirements. 

The advantage.of the 530 which has been rc-cognix.cd from the start 
l»y all ol those who have supported it js that it is a dearly defined 
product -- one which each country con evaluate and consider and 
then decide whether or not it fits their requirementBy contrast, 
the MU A-75 is an attempt to arrive at a set of requirements and for 
each country to make a decision, knowing that the product will have 
to be a compromise! but without being able to know what the comproi 
will be. 

The same thing is true in the design of transport aircraft. A comp?.: 
like Boeing, for example, may talk to as many as 20 or 30 airlines, 
over a period of years. On the basis of these talks they can figure 
an airplane which these separate airlines can then look at and decide 
how v/cll they like it. If these 20 or 30 airlines have to get together 
and try and find a compromise on their respective * requirements and 
each wore to argue for its respective design, you would probably get 
no airplane at all and the commercial airliners we have today would 
not have anything like the quality they represent. 


The important point about the 530 is that it is a c) 
product, li i.“, important that it not be changed. *i 
rva:.-n IhM t’-: U.S. Gov. s nn.er.t backed ur. ?>f thi*; 


v.u* statement o 
he fundamental 
; lime was t :• 


f a 
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that tin* policy lr.wl people, military anti otherwise, would have the 
opportunity of acceptin'; or rejectin'; a product which they knew the 
U. f», Government could fully-eland behind i\a meeting its staled per¬ 
formance, schedule and costs. Kim, this is the key, and I know Ills 
Majesty understands it. You can nee then that the important thing 
in your discussion is that we must not let anything confuse this basic 
point. 

Y/ith that background, let's talk specifically about Germany, I 
have reasons to believe that the Chancellor, who will be visiting 
the Shall on 9 September, is aware of the 530 project in some detail, 
not as an airplane but as a concept. One reason for-this awareness 
is the letter which Paul Nitze sent to Minister Schrocdcr, a copy of 
which is enclosed. 


Incidentally, this enclosure is really just for your information. I 
dictated it from memory after I had been shown this letter last 
Friday for the specific purpose of communicating to me exactly what 
the U.S. had communicated to the highest level in Germany. 

As 1 understand it the Chancellor's main.conccrn is that his Minister 
of Defe nse and the Chief of his Air Force are moving in the direction 
of a Germany-dominated Kuropc-only consortium which may not be in 
Germany's host long term interest from several points of view. 
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The* Chancellor that Germany should not eut^ts^tccbnical research 

ami development, relationships with the U.S. He believes that relation¬ 
ships with U.S. knowledge and technology can be exceedingly important 
to Germany in the future. He feels that embracing the British by 
Schrocdcr and Sleinhoff may not be in the long term German national 
interest. He also questions the ability of this group of countries to 
bring to fruition a worthwhile solution. I want to make it clear, Kim, 
that his reasoning is based on national policy consideration and not 
upon his detailed knowledge of the 530. In view of this and because 
we certainly do not want the 530 project to become embroiled in 
internal German politics, it is terribly important that we take advantage 
of this opportunity to have His Majesty mention to the Chancellor his 


concern about the equipment problems of the future and his feelings 
about Northrop and the 530 solution. It is important that he tell 
the Chancellor of his conversation with the President, stating that he 
felt that the U. S. -- in the interest of those countries that look to us 
for certain types ot help or leadership in the military area -- that the 
U.S. should put some earnest money behind the Northrop 530 and 
should pul their own support -- mainly professional air force support - 
behind the project to insure that it will, -if properly supported by our 
Allies financially and otherwise, will insure that the best U.S. 
technology will also stand behind Hie project. You can see that if 
His Majesty will tell this to the Chancellor it will indicate clearly 


; ot up a Self “ i. 
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II. S, venture, a ve nture that would compete with other countries, 
hut quite the opposite. It >vi 11 make clear that the U.S.'s intent 
was to put itself behind those countries that desire nn aircraft to 
suit their requirements as distinguished from an .aircraft that 
fills U. S. needs. In other words, the U.S. is placing itself at the 
disposal of its Allies and providing the practical means of doing 
it in terms of a product which is already defined. The U.S. has 
great concern that joint requirements have never worked in the 
past. The U.S. Department of Defense people have convinced 
themselves that the 530 does represent the best solution to the require¬ 
ments of the various nations who are considering it. One more point 
about the Chancellor. He must contend, as I have said, with the 
views of Ins Defense Minister and Chief of Staff, and he has a hard 
time getting into the loop properly. But if His Majesty tells him 
that the initiative on it came from him (His Majesty) it will help the 
Chancellor keep his discussion at home on a policy level. The main 
purpose of Ilis Majesty's stating this simply, not expecting an 
answer -- is to help establish Die fact that the 530 project was 
viewed as of world-wide* importance to those nations that have common 
^ objectives with respect to freedom. These latter words arc the 

Shah's own words describing his interest in sticking with the U.S. ** 
because v*e share a common interest in freedom. 


‘I 
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So you see, (lie important tiling in nol to cell (be Chancellor at all 
but to communicate to him at thin high policy level that the 
initiative has been taken by the Sbnji himself and that it was this 
that Jett the U.S. to support the 530. We v/nnt the Chancellor to 
be able to nay that the 530 project does not represent a narrow 
salon effort on the part of a contractor who is trying to compete 
with German and British industry -- and you can be sure that this 
is the way it will be twisted in a competitive situation like this. 

So, Kim, to summarize, the 530 appears to be the best hope for 
a program. A)1 of the nations that can^agrcc. We seem to have 
all of the ingredients. The question is how to catalyze it properly. 

Use your own judgement, Kim. If the Shah decides to do nothing, 
we certainly understand and there is no problem. If he decides to 
do something, the mere mentioning of the project and his own position 
with respect to it would be the most important thing he could do. 

About the worst thing that could happen would be for the Germans io 
decide that they want to get into the project without having faced 
internally the clisscnlion within their own ranks. If we had a situation 
in wind, their policy level supported the project while the lower level 
were fighting it, it would cause confusion that would carry over into 
other .countries that v/c will have to deal with. 



1 am leaving shortly to tall; with Genera) Knnali /or some advice, 

As a result of thin ) will probably tal); to the Dutch and when I do 

it will be at the Chief of Staff of Air Force level and perhaps at the 
* 

Govcrnm.t level. In any event* please tel) His Majesty that 
1 will Keep him informed all the way. 

The most important thing is to preserve the characteristics of 
this program which we, and I know the U. S. Government, intends 
to do. 


Thomas V. Jones 
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Dear Minister Schroedcr: 

1 wish to inform you that* today 1 signed a letter to 
Mr. Tom Jones of Northrop Corporation Mntingthat the U. S. ^ 
Government would participate in the Northrop P-530 Multi¬ 
national Tactical Aircraft Program. This program is intended 
to provide an aircraft which can perform a variety of missions 

and will be the follow-on replacement for such aircraft as the 

$ 

current Northrop F-5. 

, As I briefly mentioned to you during our discussions 
of the past week, the U. S. is very much interested in the strategic 
and political aspects of a decision on future military aircraft for 
the European area, especially concerning the selection of multi¬ 
purpose as compared to single-purpose aircraft. 

Further, v/c feel it of utmost importance that our countries 
consult with one another before final decisions are made in this area. 
Accordingly, I look forward to discussing this matter with you after 
your September meetings on the MRA-75. . 

\ 

Dost personal regards. 

Sincerely, 

/*/ I*aul 11. NiUo 

Deputy Secretary of Jvf 
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DtiuiiV •■rnii f.V'.Y oj« i ..vfcn 

vmsii:i:wo:i i i..c, wcoi * 

• MIG ?, 3 

lir* Tl»c*:.»;ir. V. President 

l.'oi Ccirpoi «vMo:» 
f\0. Uo>: | V/'.i 

flavorly lit I Is, Cullfornin {KtflS *' 

Itoor Mr. Jon:?s: 

. Ilio Oc^iii of Defense l»ns decided to pmllclpnlo In your proposed 
i.vj |l 1 • i hi} Io:uiI dov^lojifittrvl of Ihc P -HO loci lent nlrcroft v/onpon system. 
. *llilr. decision %/*•:. hnr.cd on Iho following feelers; 

* I* vlrlt?;! of lir. ox Ions I vo offorir. lo date nnd Ihc Jnvcstwonf of 

nii|»ro>:ir.^io|y $ I '/ Mi I Her., Ihe i.’or ihroji Corporal Ion hns e one~1o-tv:o- 
your fond In ll.o nhilily to‘develop nnd produce un aircraft wllh -Iho 
. dor. I re ef chwYv.tcrls’llcf,. • * 



: ?.»* ll.o need for such nn nlrcroff Is urgent nnd precludes fho additional 
defny necossai My cnlnllcd in r.ol IcM Ing nnd evaluating corrpolltivo pro¬ 
posals; • .* x * 1 

• *•' l 1 ." a, T lr \ n: ' <,ll,or 0>:l»11na U.'s. nlrcroff'which J by Modification/ 

|. roe* I cl cd perforr.iiincc, oporal i ng cost, endrnsln- 
Inimihf Illy charnel or i sties. •• • 


In vl i"j of fh= foregoing cons I (torsi Ions, the Dspnrtrehl of Defense will 
purjlcljii'le In ihtf. dove kp.v.cnl In the swounl of St Million provided thst 
• • i^ f iA tfwolopr.ienl end production plan acceptable lo Ihc 
;• 1.°; 03 -’?'' s . e «' nd vhe. Korihro;.'.succeeds.Ir, gaining Iho esrorment 
’ <f,1h n winii.v.iV contribution- fresi Ihoso ’ 

fcho !/ , '-' .;^ I 1 ?? ' or . ,l '° fldfct yesr's development effort. Northrop 
! Ct ‘ ,y c, ~ ur « 11 participating countries that tho 

sflor rise,.? r!,!r ' C ' t,ny carml ' l,r '-’ fl! * provide additions! fends 


(UtCOUSC: Of Iho 

11.0 i u f J i . ,*i:,'! i c 
proceed In lir. 
lain Inj vl < 
Iho V^gree fo* 


urpcnl Hied for early aval lei.i Illy of such «n elrcr/ift, tri 
''J; ; 1 chereertir of tho progrer:i, your ccspany Is expected lo 
discussions wllh Ihoso countries wllh & view 1o!;nrd defer- 
cirlios, possible firs, flic elm reefer of fhofr Interest end 
»ncn l.isy desire lo perl icipnfo. 


Sincerely, f| 

• ^ 


59-120 0 - 76 - 47 



734 




1 August 196S 


|>-r.:*0 \VOKI#l)*\VJl)l3 RKOUl R1SMKNTS KST1MATJg 


H-530 Ty|m Aircraft Hotenti; 

tl (Free Wc»r’ 

M 1975-19851 


Number 

Number 

Number 

Value 

Countries 

Squadrons 

Aircraft 

(Dollars)’ 

Group I 7 

85 

1,700 

$ 3,400 M 

Group 11 6 

38 

• 760 

1,520 

Group 1)1 18 

47 

940 

1.880 

31 

170 

3,400 

$ 6,800 M 


Crou p I. Includes 7 major cbuntrics which will probably participate in 
substantial production in country. 

Croup 1 1 inchuk‘8 6 other major countries that will probably require 
some participation in production or assembly. 

G roup J H includes 18 additional countries which will have a requirement 
but no capability for production. 


Assumptions 


That 20 aircraft per squadron is a good planning figure. This 
could include advanced attrition for those countries with U/E less 
than 20. 

That $2M flyaway per aircraft is a realistic planning guide for 
aircraft built in multi-national program, based on $1.8M flyaway 
from a single production line in Hawthorne (1968 dollars). 

That a minimum of two squadrons is required in each country to 
be economically feasible. 


\ 
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K CRM IT ROOSKVm.T R ASSOCIATES* INC. 

^.JjyitOXHRiVlCUT Avr.HUR 

Washington. O. C. coqm 


‘Cl'/') fi s 

**7^A3/.5 

/^oL<Lem*2> t 

7&S>s»' / /V* «S ii»/V 
HEHORANPUM FOR ! General P. W. Tlmberlako Jbo '^CONFIDENTIAL 


PlOIOAl M444I 

November 23, 1965 



I met with Assistant Secretary of State Raymond Hare this after*4 * j 
noon. When I asked about present U, S. Government policy regarding the 
Saudi Arab Defense Program, Hare said that this was a subject that really 
should be discussed with the Defense Department, specifically Tim Hoopss 
or Henry Kuss. Hare was frank to state that he believed that the Defense 
Department should have discussed some of the decisions it has recently 
made on this subject with the State Department before making them. In 
point of fact, the State Department has been informed rather than been 
consulted and Hare, as well as those below him, are somewhat resentful. 


j 


Although he officially referred me to Defense, privately Hare 
confirmed the following: first, that there is an American "package* 1 
now being offered to the Saudis which Includes the Lockheed aircraft, 
the Hawk missile, and radar and convnunicatiOns components which Hare 
was unable to identify. Second, the other package being offered the 
Saudis consists of the British aircraft and other British equipment 
together with the Hawk missile and possibly some other American com¬ 
ponents, Thirdly, the United States Government is maintaining a de¬ 
tached posture so far as Influencing a Saudi decision is concerned* 
This is part of a broader agreement with the British relating to the 
sale of arms to different parts of the world. 


Regarding the other question General Timberlake has requested me 
to raise with Secretary Hare, the Secretary professed to have no precise 
knowledge on the matter, and once again referred me to Hoopes, He could 
only repeat that he did know that there was some broad agreement on the 
provision of arms to different portions of the world either under negotia¬ 
tion with the British or already concluded. Its status and its details 
are unknown to him. He said that he would check into the matter and let 
me know if there was any more information he could give me. 


Secretary Hare said that to the best of his knowledge it was 
correct (as indicated by Mr, Hoopes) that no American combat aircraft 
would be made available to the Governments of Lebanon, Jordan or Syria, 

I have not yet been able to reach Tim Hoopes but will deliver 
•General Timberlake f s letter, dr discuss its substance with Hoopes, if 
that seems preferable as soon as possible, , /) C 

I U'W 

Hermit Roosevelt 

cc: Mr, Jack Bradley - Washington 

Colonel Clay Tice - Northrop International 

Mr, Walter Sutter - Page Communications Engineers, Inc. - Washington 
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40 JfUA0 1400 


Mr. Kcrmlt Roosevelt, President 
Kermlt Roosevelt & Associate*, Inc. 

1001 Davis Building 
1629 K Street, N. V/. 

Washington, D. C. 20006 

Dear Kim; 

It is my understanding that you are planning to see His Imperial 
Majesty, and in recognition of his past interests, I want to pro¬ 
vide to you in this letter a status report of. several aspects of 
the P-530 program. 

With respect to implementation of the airplane doclgn, very 
significant progress has been made. Additional testing of the 
engine has given us nearly absolute confidence In Us expected 
performance as well as valuable insight into the interface with 
the airframe installation and the Internal aerodynamics. Our 
own extensive wind tunnel and mechanical test program has 
matured the design to the point that we have felt secure in con¬ 
structing a full-scale mock-up which is a very helpful aid in 
establishing engineering relationships and a viruallration of the 
final weapon system. The integration of mission equipment into 
the design is now proceeding according to plan. 

An additional bonu3 resulting from the fult-ecale mock-up has 
been the opportunity to show the design in a very realistic way to 
large numbers of senior people in our own government. The en¬ 
thusiasm thus engendered has been very encouraging and certainly 
productive in providing a good environment for communication of 
our development concept. In this respect, I have attached a copy 
of the letter originally endorsing the program from the Deputy 
Secretary of Defense of the past administration. As a result of 
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Mr. Kcrmit Pooscvclt 
20 June 1969 
Page Two 


that letter, we have had the design, the development schedule 
and our estimated costs authenticated with a thorough review 
by the Aeronautical Systems Division of the United States Air 
Force at V/right Field. vVlth thi3 background, I have discussed 
the program and its intent with the Secretary and Deputy Secretary 
of Defense in the new administration, as well as with several 
senior members of their staff and senior staff members of the 
Air Force. The response from these people has been equally 
as productive as that received from the pact administration. 

Specific consideration was given in the early days of thli year 
to the initiation of high-level talks between our government and 
'the government of \\'cat Germany with the objective of establishing 
mutual support for the program In response to certain military 
needs of the Y/est German Air Force and the several air forces of 
the Free \\ orld. This action has been held in abeyance, however, 
pending the initiation of the Multiple J^ole Combat Aircraft--75 
development in Germany. It is generally realized that the Iv!£CA-75 
and P-530 correspond to quite different design objectives, and 
therefore arc not competitive in the sense of satisfying a given 
military requirement. The J.TXA-75 is optimised for the 3trike 
role and therefore has such features as variable geometry, rela¬ 
tively larger sUe and consequentially higher costs. The P-530, 
on the other hand, is optimized for the air-to-air role, with strong 
supplementary capability in air-to-ground tactical support. It is 
designed to be produced at a fraction of the cost of the >,:DCA-75. 
However, there has been concern that the insertion by the United 
States of the P-530 into consideration by the German government 
at this time would confuse the issue of the h KCA-75 and complicate 
the very difficult problem of initiating that multi-national program. 
The alternative has been considerable staff preparation by people 
in the State, Treasury and Defense Departments of our government 






t 
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Mr. Kcrmit Roosevelt 
20 June 1969 
Page Three 


& 


as a prelude to the upcoming off-set payment negotiations be¬ 
tween the United States and Germany. The prospect here is to 
encourage the German government to support the -530 program 
in augmentation of that money already invested by tho United 
States with off-set funds that would not normally be available 
for expenditure in their own development program. This v/ould 
provide all of the benefits* including a joint U.S. -German 
development program with a high degree of assurance of success 
and the potential for ultimate recoupment of development costs 
while satisfying the geo-political needs for German participation 
in tho economics of Western defense. 

Finally, you should know that I am currently anticipating a schedule 
of Visits in Europe during the next month which includes conver¬ 
sations with senior government and industry officials in both 
Holland and Italy. In both of these countries there has been 
evidence of outstanding support in the pact of the P-530 airplane* 
and l expect additional evidence of consolidation of that support 
in the impending discussions. Any public manifestation will, cf 
course, be coordinated with the country position on the MIXA-75. 
The evolving characteristics of the two airplanes have had the 
effect of turning both countries in the direction of the P-530* but 
this Is a transition which takes time. 

I hope these comments are useful to you in any discussions in 
which you might become engaged in Teheran. If there are further 
questions* please don't hesitate to contact us. 

With besj personal regards, 

A 

N/o-Ww ;■,/ 

Thomas V. Jones 

TVJiUEHtdb 

. !■ .. <b'*/'<■ 

? /' '• C ' ' 

3 /‘K. ) 


<71 t'f **f> 
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THE DEPUTY SECRETARY OF DEFENSE 

WASHINGTON, P.C. *0901 

: , V Aug 2 3 1 SEB 

Mr* Thomas V. Jones, President • 

Northrop Corporation ' * 

P.0. Box 1525 

Beverly HI I Is, California 90213 
Dear Mr. Jones: 



The Department of Defense has decided to participate In your proposed 
multi-national development of the P-530 tactical aircraft weapon system. 
This decision was based on the following factors: 

I. By virtue of Its extensive efforts to date and the Investment of 
approximately $12 million, the Northrop Corporation has a one-to-two- 
year lead in the ability to develop and produce an aircraft with the 
desired characteristics. 

: 2.’ The need for such an aircraft Is urgent and precludes the additional 
delay necessarily entailed In soliciting and evaluating competitive pro¬ 
posals. ‘ 


! 3. There Is no other existing U.S. aircraft which, by modificatlon, 
could match the P-530 predicted performance, operating cost, and main¬ 
tainability characteristics. 

In view of the foregoing considerations, the Department of Defense will 
participate In this development in the amount of $4 million provided that 
Northrop devises a P-530 development ana production plan acceptable to the 
.Department of Defense and that Northrop succeeds in gaining the agreement 
of at least two other countries with a minimum contribution from those 
countries of $15 million for the first years'developmont effort. Northrop 
should make It explicitly clear to all participating countries that the 
Department of Defense cannot make*any commitment to provide additional funds 
after Fiscal Year 1969. 


Because of. the urgent need for early availability of such an aircraft, and 
the multi-national character of the program, your company is expected to 
proceed In Its discussions with these countries with a view toward deter¬ 
mining at the earliest possible time, the character of their Interest and 
the degree to which they desire to participate. 



Sincerely, ^ 
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kermit 

SECTXON^ftC 

PAOE(S)^P, 


14 March 1973 


Dear Kcrmit: 

Ad you know, both Ruth and I wore so sorry to 
have to miss the dinner 'party you and Polly gave 
for the new Iranian Ambassador last v/ock. Know¬ 
ing the host and hostess, it waa a special occasion# 
but# Korrr.it, you wore outranked! 

Did I tell you that, that Wednesday afternoon we 
v/crc briefed by Dr. Kissinger, Shults and 
Ebrlichmaa? Interesting. 

I appreciated ycur suggested wire to the Consortium 
members end am sending a copy of the wire to you 
under separate cover. 


Incidentally# Ruth and I agree that we couldn't have 
had be .tor traveling companions on the CII than you 
and Polly. It v/as good to have you aboard. 

Ruth joins me in sending our warmest regards to 
you both. 


Cordially# 


Thomas V. Jones 

Mr. Kcrmit Roosevelt 
1629 K Street# N. 17. 

V/achiagton, D. C. 20006 


<vc c fact' 


*/ 
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INC. 


PERSONAL 


April 5/ 1973 


Thomas V. Jones, Esq. 

President 

Northrop Corporation 
1800 Century Park East 
Century City 

Los Angeles, California 90067 
Dear Tom: 

I apologise for the delay in responding to your two 
kind and generous letters sent to me recently. Polly and 
I were stealing a brief vacation with the Waldschmitts** 
down in the Virgin Islands. Incidently, I am happy to 
report Joe's present frame of mind is most healthy and that 
his working relationship with Irv Kaufman appears to be 
excellent. 

I have already expressed to Bob Gates, and wish to 
reiterate to you, my concern at the apparent downgrading 
of the long-discussed meeting on the Middle East. I con¬ 
tinue to agree with your comment of last November that 
the Middle East represents the most exciting prospect for 
Northrop in the foreign field for the next few years. In 
fact, developments in public and governmental understanding 
of the energy situation increase this feeling. I can 
understand the reasons that would lead to the postponement 
of a Northrop meeting on the Middle Eastern prospects, but 
I do hope that when these discussions finally take place, 
they can be held under better conditions than those presently 
contemplated - namely, on the evenings of May 23rd and 24nd, 
when they will follow upon all day international marketing 
meetings running without interruption from 9 to 6. I would 
hope that the agenda for the international marketing meetings 
could be readjusted to allow for, at the very least, a half 
a day to be devoted to the Middle East, to be followed per¬ 
haps by less formal evening sessions. I would also very 
much hope that in addition to Bob Gates you and some of your 
senior associates could plan to attend these discussions. 

As I told Bob Gates, my plan had been to go to Tehran 
sometime in mid May so that I would be able to give you in 
Paris an up-to-date report on the INTS situation prior to 
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PERSONAL 

Thomas V. Jones, Esq. April 5, 1973 

Page 2 


your June meeting in Tehran. I had then intended to propose 

to you, at Bob's suggestion, that 1 accompany you to the 

Mid East after the Paris air show for a visit which would 

include Saudi Arabia. I now gather from Samyr Souki that 

King Faisal may be in Europe at the time when I had been > 

thinking of visiting him in Saudi Arabia. If we could see 

him in Europe, this would eliminate the need for your visiting 

Saudi Arabia. At the moment I see no particular reason for 

your wishing to have me accompany you to Tehran for the June 

meeting, but that can be left flexible. 

Will Ruth be going to the Pair air show? 

Polly joins in sending love to you and Ruth. 

Sincerely, 

\Ci~L 

Kermit Roosevelt 


KR/th 
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leeO K STREET, NORTHWEST 
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23 Kay 1174 


Mr. James D. Willson 
Senior Vice President 
Finance and Treasurer 
Northrop Corporation 

1800 Century Park East * 

Los Angeles, California 90067 

Dear Hr. Willsont 

In accordance with your request, we are submitting 
herewith a brief account of the major services our corporation 
performed for Northrop Corporation and its subsidiaries during 
calen dar 1973. 

As reported in our monthly submission, we devoted each 
month more than half the time of one senior executive to 
Northrop activities. 

Following is a general account by quarters! 

First quarters 

January t A senior official of the company was in Lebanon 
conferring with and assisting a corporate representative of 
Northrop, a representative of Page, and a Lebanese-based con¬ 
sultant to Northrop in various projects. 

Later in the month these same projects were pursued with 
Page representatives in Vienna; and there were also meetings 
*./ith Northrop's consultant on Saudi Arabia. 

At the end of the month there was a trip to Century City 
for meetings with the president and other senior members of the 
corporation. 


February i There were a number of meetings with Page 
representatives including their out-of-house counsel on Iranian 
and Saudi Arab projects. In the latter half of the month, a 
senior member of the consultant corporation met with the 
President of Northrop and the Shah and other top Iranian offi¬ 
cials in Switzerland. • 

/* • , v 
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March : A senior member of the consultant corporation 
visited Beirut and Tehran for consultation with Northrop-Page 
representatives responsible for the Middle East. Later in 
March there were a number of meetings with the President of 
Page and other senior Page officials, particularly on the Iranian 
program. There were also meetings with the Iranian Ambassador 
and other Embassy officers. 

8econd quarter: 

April : Page's Iranian problems continued to be acute 
and there were further meetings, both with Page officials and 
with Iranian Embassy representatives. A top official of the 
Saudi Arabian government also visited Washington for consults-* 
tion, as did Northrop 1 s consultant for Saudi Arabia, resident 
in Saudi Arabia. 

There were also consultations with top Northrop officials 
and the Kuwaiti Ambassador. 

In May there were additional meetings with Northrop's 
consultant on Saudi Arabia, resident in California, with the 
Kuwaiti Ambassador, the Iranian Ambassador, and Northrop and 
Page representatives• 

At the end of May a senior officer of the consulting 
corporation went to London, Paris, Switzerland and Iran to 
accompany senior Northrop representatives in meetings with the 
King of Saudi Arabia and other senior Saudi officials and the 
Shah of Iran and senior Iranian officials - and to assist in 
representing Northrop at the Paris Air Show. 

In June there were follow-up meetings with Iranian and 
8audi representatives in Washington, together with Northrop 
and Page personnel. 

Third quarter: 

July : There were a number of meetings with U.S. officials 
and Northrop representatives on Northrop Middle Eastern program 
and there was also consultation by telephone with the Northrop 
consultant in Beirut and the Lebanese Ambassador in London in 
connection with Page programs and also NADC. The possibility 
of Sudanese projects for Northrop and Page was also the subject 
of discussion with U.S. officials and Sudanese representatives. 

At the end of the month a senior representative of the 
consulting corporation went to London and Khartoum in connection 
with Sudanese and other Northrop-Page projects. 
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August ; same representative was in Saudi Arabia and 
Lebanon consulting with top Saudi officials and Lebanese con¬ 
sultants on Arabian projects. 

At the end of August senior officer of the consulting 
corporation returned to the Middle East on urgent business for 
Northrop in Tehran. 

September t there were a number of meetings on the 
Sudanese program, the Iranian problems which continued to be 
acute, and Saudi programs, particularly related to aircraft 
division. 

Fourth quarters 

Octobers President of Northrop came to Washington for 
meetings withthe consultants and U.S. government officials and 
a consultant also went to New York to meet with Lebanese officials 
attending the U. N. General Assembly in connection with Northrop- 
Page projects. 

November : two senior officers of the consulting corpora¬ 
tion made a trip to England, Lebanon, Saudi Arabia, and Iran to 
confer with foreign officials in support of Northrop-Page pro¬ 
jects. 


In Washington, these discussions were followed up with 
Page-Vienna personnel and with Iranian and Saudi Embassy repre¬ 
sentatives. 

December ; there were a series of meetings with visiting 
Saudi officials, with the Kuwaiti Ambassador, and with U.S. 
government representatives in conjunction with Page and Northrop 
personnel. 


iC 


Kermit Roosevelt 
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HERMIT ROOSEVELT & ASSOCIATES, INC. 
lOeO K STREET, NORTHWEST 
WASHINGTON, D. C. <0006 
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23 May 1974 


Mr. James D. Willson 

Senior Vice President 

Finance and Treasurer 

Northrop Corporation 

1800 Century Park East 

Los Angeles, California 90067 

Dear Mr. Willsons 

In accordance with your request, we are submitting 
herewith a brief account of the major services our corporation 
performed for Northrop Corporation and its subsidiaries during 

calendar 1972. 

* 

As reported in our monthly submission, we devoted each 
month more than half the time of ohe senior executive to 
Northrop activities. 

Following is a general account by quarterss 

First quarters 

January s officers of KR6A made a trip to Lebanon, Iran 
and England-in the furtherance of Northrop business. We called 
upon State Department and other US agencies on an average of at 
least twice weekly during February , and held even more frequent 
meetings with Page people to discuss their foreign operational 
problems. In addition, there were meetings on a frequent basis 
with the Iranian Ambassador, the Kuwait Ambassador, and Saudi 
Embassy people in connection with Northrop and Page problems. 

In February-March another trip to England, Beirut and Switzerland 
was' made in advancement of Northrop business. 

Second quarters 

April s arranged meetings between Northrop representatives 
and Offense department personnel, and also participated in meet¬ 
ings with Iranian and Arabian representatives on behalf of Northrop 
and Page. Made trip to Los Angeles for consultation, and subse¬ 
quently to Beirut, Iran, and England. In early May a number of 
meetings were held with Page and NADC personnel on their common 
operational problems, and calls were made in same connection on 
Ambassador of Iran, Saudi Arabian representatives, and the 
Department of State. In June i met with the Turkish Ambassador 
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and Saudi Embassy staff} also held meetings with Northrop*s 
Middle East consultant operating out of Lebanon, and with Page 
and NADC porsonnel. Another trip to California to confer with 
Northrop corporate headquarters on Iranian operational problems 
Frequent trips for consultation to Page offices in Vienna, 
Virginia * 

Third quarters 

In July numerous meetings with U8 officials# with Page 
personnel# and consultations via phone with Northrop corporate 
officers# on Iranian and Saudi Arabian programs. In August # 
there were meetings with senior corporate personnel on Northrop 
Iranian problems and in Septembe r another trip to London# Spai 
Greece# Iran# Lebanon and finally Switzerland. This trip also 
Included Saudi Arabia# and extended to the end of October. 

Fourth quarter: 

In November # extended consultation with Northrop*s 
Lebanese based Middle Eastern consultant and officials of the 
National Security Council# State Department# and Department of 
Defense together with Northrop corporate and Page people. And 
a trip to California together with the Middle East consultant 
and the Jordanian consultant for conferences. In December 
there we re a number of meetings with Page and NADC people and 
State Department representatives# members of Embassy staffs of 
Iran and Jordan. Finally# there was an additional trip to 
Lebanon# Iran# and Egypt in advancement of Northrop-Page busi¬ 
ness. 


iC 
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Kermit Roosevelt 
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Ills Uxcolloncy 
Assadollah Alan 
The Minister of Court . 
Tehran, Iron 




Tehran, linn 
16 June-, 1974 



My dear Alta: 

At the audience that His Imperial Majesty graciously granted Mr, Tom 

Jones and ayself on Saturday,' thoro was a full review of airplane 

problems and the following points were nado by H.I,M,: 

1) ll.l.M. would have it Bade clear to tho U.S, Air Force that ho 
did not agree to purchase, on a 3 to 1 ratio or on any other 
basis, any lightweight fighter selected by the USAF. The Imperial 
Iranian Air Force lias its own definite requirements for suen a 
fighter, which should be made generally known to USAF, and if 
these requirements are not net by the USAF choice, the IIAF would 
Bake its own separate purchase. 

2) The IIAF strongly prefers twin-engine aircraft, and sliould advise 
USAF accordingly. 

3) H.I.M. wonders if there has been somo change in U.S. Government 
policy regarding collaboration between U.S. companies and friendly 
foreign governments for the manufacture of fighter aircraft, and 
has commanded m to ask Aaoassador Heins to clarify this point 
with the State Department. 

Sorry not to have soen you again, and with best regards to your family. 

Sincerely, 


Kereit aoosovelt 
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MATERIAL RELATING TO NORTHROP AGENTS IN IRAN 
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PART B - 4 a. 

MANAGEMENT AND TECHNICAL CONSULTANTS (MTC) 
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* 1 i i *\\j? f'i\s V. - : ‘ 

NOT1CS FOR MR. JONES* TRIP 

£ fff* t' fit e*rl/ W/) 

I. IRAN 

A. IACI 

The Shah has. decided that the ownership interest which was 
held in IACI (through nominees) by Gen. Khatami and Gen. Khademi pre¬ 
sented a conflict of interest which could prove embarrassing to him.&nd 
his government. He therefore directed that the 51% ownership in IACI 
held by private Iranian citizens (including the two generals) be acquired 
by the government. These private citizens regret having to dispose of 
their ownership interests but they are obviously prepared to do so since 
the Shah has directed that it be done. (Gen. Khatami told Kitchen and 
Gonzalez that he thought of retiring from the Air Force so that he could 
continue to hold his shares in IACI, but that after talking to the Shah decided 
that it was not appropriate. ) 

If the government owns more than 50% of a private company rn 
Iran, the company, by law, becomes a state agency anc therefore subject 
to restrictions and regulations which normally govern the operation of any 
governmental agency. This would change the character of IACI and in all 
likelihood hamper its growth and profitability. The original concept -or .. 
the acquisition of the 31% interest by the government was for this ownership 
interest to be acquired by the Organization of Military Industries (OMi). 

This i*; a state agency which operate., the armory and participates in the heli¬ 


con. 


OMI. 



Gonzalez prepared a position paper and gave it to Toufanian and 
co M. Samii (who holds the title Ambassador at Largo, but, in fact, functions 
as a deputy to the Prime Minister). A-copy-d. 
Toufanian and Samii have boen charged with negotiating the acquisition of the 
51% interest by the government. After reviewing the position paper, Samii 
advised Kitchen that they accepted the basic principle that IACI should main* 
tain its commercial character rather than become a state agency. He suggested 
that Northrop retain its 49%, OMI acquire 24. 5%, Iran Air (also a 100% govern¬ 
ment-owned agency) acquire 24. 5% and the remaining 2% be acquired by a third 
party company not owned by the government. In this way IACI would be less 
than 50% owned by the government and therefore not subject to the rather 
restrictive regulations which apply to government agencies. This is an 
acceptable and workable solution. 

< ^2n connection with the 49%/49%/2% ownership approach, the basic 

question to be resolved is who will hold the 2%. Samii in conversations with 
Kitchen and with Gonzalez has stated that they desire thi3 2% to be held by 
the industrial Mining and Development Bank of Iran (1MDBI). Tha charter 
of this company appears to be compatible with our objectives for IACI and 
IMDBI coulu make a real contribution to the growth and development of the 
company. The only possible concern with iMOLi. as the holder of the 
is that it would be influenced by the *19% held by the two govern .iv-nt vcie:. 
in any voting split ar.d thus place Northrop ir. a minority position in crucial 
voting issues. The practical benefits of having the participation of LMDBI 
in IACI should more than offset our concerns in the area of voting. 
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A draft of a detailed shareholders agreement (in rho nature of a 
partnership agreement) has been prepared and reviewed with Samii by 
Gonzalez. No problems or major disagreements are expected in resolving 
all of the items covered by this agreement. Gonzalez is scheduled to meet 
with Samii in Tehran on 27 October 1971 to finalize this agreement and to 
take other actions (i.e., filing of amended Articles of Association with 
the proper government agencies) necessary to completo the restructuring 
of IACI. 


B. F-5S , 

Gen. Khatami has indicated that the IIAF has a requirement for 
the F-5E; however, because of the restricted number of qualified personnel 
(made more restrictive by virtue of the additional F-4's), it will be necessary 
for the F-5E to replace aircraft now in the inventory. This is nor necessarily 
on & one for one basis, in fact, the numbers he mentioned were 32 F-SS's to 
replace 16 F-5A's. 


Gen. Touxani&n indicatec to Kitchen and Gonzalez that he would 
welcome Northrop's help in finding a purchaser for the F-5A's. He also 
stated thrit funding for the F-5E's would he a problem, if the normal F.'viS 
cash dependable undertaking schedule war; required by *.!ie iiSAF. C.'i.nz;» 
advised him of the F.MS Act provisions which do permit a delay in initial 
payments for 120 days following actual delivery of hardware without interest 



cost. Thi« would mean no payment would be required from the IXAF for 
approximately 2 years following acceptance of a LcUor of Offer (contract 
^o-ahead). Gonzales, at Toufanian's request, prepared a letter for his 
signature to ask the USAF for a Letter of Offer on the F-5S at favorable 
payment terms. This letter of request has not boon seru in by Touf-n;an. 

It is understood that the reason for his not turning the lorcor ir. is that he 
did not want to do so until after T, V. J's visit to Iran and possible discussion 
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~T" n /3^morondum 

* 

*• ’ V rl 4 . i rorporaiion. Corporate Office 

f 000 Century Park East, Lo* Angeles, CA 00067 ,n rcpt * f0,er *° : 

CORPORATE PRIVATE 

to.- Manny Gonzalez From: Jeffrey C. Kitchc. 


Subfeet: SEE BELOW Date: 10 April, 1972 


copies: Thomas V. Jones f»oi: 

F. W. Lloyd 
W. Gasich 


Pursuant to our conversation, of 9 April, I want to set forth the following 
as a matter of record. 

Considerations relating to the overall Corporate position in Iran have led 
me to conclude that it is essential to delete paragraph number 5h from the 
draft agreement between the Corporation and Aviation Technical Services Co. 
Ltd. This moans that paragraph number 5a would become fully operative and 
a commitment of the Corporation. 

Therefore, I have decided to delete the paragraph and also, to request you 
to handle the costing on the impending orders for the products and related 
equipment in a manner that will set up a reserve fund equivalent to the 
amount now specified in the deleted paragraph and for the purpose set forth 
in that paragraph. 

The Corporate considerations arc the following 

a. The introduction of the paragraph, in writing, at a date after the 
placing of the Letter of Intent in the United States, even though a 
general verbal warning regarding a contingency requirement had been 
given to at least two officers of the Aviation Company, smacks almost 
of sharp operation and bad faith. In this culture, it will almost 
certainly be so interpreted. I do not want anyone in Iran, much less 
the personnel of the Aviation Company, to so regard the Corporation. 

b. At the present time, our problems with INTS require mobilization of - 
all the resources that can be brought to bear in support of our sub¬ 
sidiary. No cannot have any uncertainty regarding our good relations 
with the officers of the Aviation Company, much less any additional 
ill will, even if the latter may not be entirely justified and cuuld 
be only temporary. 

c. Developments relating to another major project in country arc quite en¬ 
couraging. These arc due almost ehtircly to the recent, singular ef¬ 
fort of a leading officer of the Aviation Company. While the proposed 
agreement between the Corporate entity that will be involved and the 

CORPORATE PRIVATE - 

„ LmiuT:»p 
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memorandum 

• Northrop Corporation, Corporate Ollico 

IfiOO Century Park E«t, Los Angola*, CA 90067 •** «>p»r 

CORPORATE PRIVATE 

Toi Manny Gonzalez m: Jeffrey C. Kitchen 


(Mat 10 April, 1972 


Page_Tw° 


Aviation Company stands by itself, this is no time to have generated 
any doubts regarding Corporate consistancy, intent or long-run purpose. 

d. Highly important, the Aviation Company officers believe a specific 
sorvicc was rendered by them and that their action was critical to the 
judgement of national leaders to proceedr Their action was also clear¬ 
ly related, in their thinking, to previous conversations with senior 
officers of the Corporation. When those considerations are added to my 
judgement that it is the Aviation Company's intention to maintain this 
relationship with the Corporation through the next model of our principal 
product, it is highly important that all elements of cooperation be 
maintained fully. 

e. Finally, in my judgement, the overall services so far received and the 
potential services to be rendered are and will be a highly important 
part of our Corporate operation here and, on their own, fully justify 
the action I have taken. 


/!*• 



CORPORATE PRIVATE 






To 

tobjoci. 

C«Mi. 
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Memorandum 

Northrop CO'poi.iliiHi. Coiporalu ' . ■} 

1100 Conltrry Pork L©» Angclet. CA 90067 •'» reply »«l*i lo. 

Booole J. Meier George Gore 

i 

Management ead Technical Consultants Co. limited ° >U August 3, 1973 

F.W. Uoyd *•’ 


V/e entered into a contract dated June 1, 1972 with Aviation Technical 
Services Company Limited of Zurich, Switzerland. The contract called 
for us to pay an annual consulting fee of $159, 000 commencing as of 
August 1, 1971. V/e have made the payments for the year beginning 
August 1, 1971 and the ^ear beginning August 1, 1972. You should 
now make the payment of $150, 000 for tho year beginning August 1, 

1973. 

However, the contract has been assigned by ATSC and the payment 
should now be made to: Management and Technical Consultants Co. 
Limited, P. O. Box 1179# Reid House, Church Street, Hamilton, 
Bermuda. 

Please forward the check to me for transmittal* 


George Gore, Vice President 
and General Counsel 


GG:rk 
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July 16, 1973 


AIR MA IL 

SPECIAL DELIVERY 


Mr. M. Haghanl 

65-61 Saunders Street 

Rego Park, New York 11374 

Dear Mr. Haghanl: 

Aviation Technical Services Company, Ltd. (ATSC) entered Into a 
contract with each of the following entitles* Northrop Corporation; 
Northrop Corporation, Acting through its Ventura Division; Northrop 
Corporation, Acting through its Aircraft Division; and Northrop 
Airport Development Corporation, Last November, ATSC assigned 
all four of these agreements to Management and Technical Services 
Co. Ltd., P. O. Dox 1179, Hamilton, Bermuda. Each of the Northrop 
entities Involved agreed to this assignment. 

We now have letters from ATSC dated March 24, 1973, informing us 
that an error was made in the name of the assignee and that the correct 
name of the assignee is Management & Technical Consultants Co . 
limited. There never was an entity named Management and Technical 
Services Co. Ltd. 

We enclose a copy of the ATSC letter dated March 24, 1973, relating 
♦o each of the four contracts.. These copies have been executed on 
behalf of the Northrop entities, manifesting their acknowledgment of 
the correct name. 


Very truly yours, 

NORTHROP CORPORATION 

By___ 

George Gore, Vice President 
and General Counsel 

GG:rk 

Ends. bcc: F. W. Lloyd 

W. E. Woohvine 
Wclko E. Gasich' 

Glenn R. Lord 

(each with copy of pertinent signed tetter) 
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moranduw ¥ 

\c0fp<'r*!‘O r ». Corp.-,f,-,ti V c 
\ury P.uk Lt* Aiiyvlo, Cm 90CG7 


M. G. Gonzales 




George Gore 


***“*' j raa 


October 12, 1973 


«**«. F . w . u oyd R#t: 

C. R. Gate8 
R. B. Watts, Jr. 


I enclose your proposed letter to Mr, Haghani. I think you are correct 
in stating that the agreement of June 1, 1972 between the Aircraft 
Division and MTC includes the F-5F. 

Bob Gates inquired whether the agrecment^also covered the Cobra. In 
my opinion it does because it applies to all sales by Northrop of aircraft - 
any model - to Iran. Bob wonders if we should not at this time make an 
effort to have the Cobra excluded by express agreement. 


George Gore, Vice President 
and General Counsel 


GG:rk 

Enel. 


J- 
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29 October 1973 


Mr. M. Ilaghani 
65-61 Saunders Street 
Rego Park, New York 11374 



Dear Mr. Haghani; 


I understand that you have requested of Mr. Kitchen an 
assurance from Northrop with respect to the inclusion 
of the F-5F within the coverage of the Consultant and 
Representation Agreement between Northrop Corporation, 
acting through its Aircraft Division, and Management b 
Technical Consultants Co., Limited dated 1 June 1972. 


In response to that request, this letter will confirm the 
fact that it was and is our intention to consider the F-5F 
as falling within the scope of this Agreement. 


jt 


Sincerely, 



bee: P. H. Champi on 

W. E. Gasich 
C. R, Gates 
G, Gore 
J. C. Kitchen 
F. W. Lloyd 
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NORTHROP PRIVAT. 


K03T5IK0? 


Enocutiv** to Hu* v.co f*rcf »4oni - Coflt'fCli #r»4 Pricing 


June 26, 1974 


Mr. M. Haghani 
65-61 Saunders Street 
Rego Park, New York 11374 

Dear Mr. Haghani: 

In connection with our proposal to liquidate our current agree¬ 
ment covering the sale of F-5 aircraft, wc are attaching the 
following items: 

1. The termination of our current agreement in con¬ 
sideration of a final fee in the amount of $1, 310,000. 

2. A reconciliation showing the method of arriving at 
the amount of the commission accruing to MTCC, 
assuming that it would be paid on or about July 1, 

1974, and also assuming that the FY '73 and FY *74 
Iranian F-5E procurements are completed as pres¬ 
ently anticipated. 

Time is of the essence in consummating an agreement in this 
matter since the requirement for Northrop to sign a Contingent 
Fee Statement is imminent, and without the foregoing termination 
we must certify in the affirmative. 

If you have any questions in this regard, feel free to contact us. 
Very/ttuly yo6rs, 

P. H. Champion 
Attach.: (2) 

•* '•..’•'I • A *..r ,{ fs ' : • 'i J? • If.l.vl’* H’h\ Cl* V .• 5)!’k • ' 



.NORTHROP PRIVATE 
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* NORTHROP PRIVA1 


KOSYS-3KOP 


June 26, 1974 


Management & Technical Consultants Co, , Limited 
Post Office Cox 1179, Reid House, Church Street 
Hamilton, Bermuda 

Gentlemen: 

Northrop Corporation, acting by and through its Aircraft Division 
("Northrop"), entered into a Consulting and Representation Agree¬ 
ment the ("Agreement") with Management & Technical Consultants 
Co, , Limited, ("MTCC"), formerly Aviation Technical Services 
Company, Ltd., on June 1, 1972, relating to the sale of Northrop 
aircraft and related products and services within the Territory 
defined in the Agreement. 

Subsequent to entering into that Agreement, and subsequent to the 
sale of products and services subject to it, the Government of the 
Territory to which the Agreement applies announced a policy against 
the use or compensation of agents for transactions consummated as 
foreign military sales through the United States Government, and 
under the U, S. Foreign Military Sales Act. 

Since both Northrop and MTCC desire and intend to comply fully 
with this policy of the Iranian Government regarding agents, it is 
necessary to hereby terminate that Agreement. 

In consideration for your services rendered under the Agreement 
and your consent to hereby terminate the Agreement of June 1, 1972, 
Northrop will, on receipt of an authorized signature below upon the 
enclosed copy of this letter, pay to MTCC the sum of $1, 300.000, 
which MTCC shall accept in full satisfaction of any and all com¬ 
pensation due to MTCC from Northrop in connection with the Agree¬ 
ment, and any amendments thereto prior to this date. 



i)i i«.< » ) 

, *. ^ € I It. J. II L 


\ 
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UUKlHKOf' riiiME 


Management Technical Consultants Co. f Limited 
PiV’.e Two 
June 26, 1974 


Upon the return to us of the enclosed copy of this letter, signed 
by you, and the receipt by you of the sum designated above, the 
Agreement, including all amendments thereto, shall be deemed 
terminated as of the date of this letter and neither party shall 
have any further rights or obligations thereunder. In addition, 
it is hereby confirmed that the Agreement dated June 1, 1972, 
between MTCC and Northrop Corporation terminates as of July 31, 
197*1, and that neither party will have any rights or obligations 
thereunder after said date. 

Very truly yours, 

NORTHHOP CORPORATION 


Acting by and through its 
Aircraft Division 



P. H, Champion 


Accepted:_ 

Management Technical 
Consultants Co. , Ltd. 
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RECONCILIATION 

The following summarizes- the estimated potential commissions payable by 
Northrop Corporation to Management Technical Consultants Co. , L*td. 
under the existing agreement between the parties: 


FY '73 Procurement - (Northrop Content) 


58 Aircraft $ 915. 570 
Changes 
Subtotal 

Sparc parts & ACE 
Mobile Training Set 

Total FY '7 3 

FY '74 Procurement 

83 Aircraft (® $ 842, 780 
Changes 
Subtotal 

Spares, AGE (estimated) 
Total FY '74 
Grand Total 


$ 53, 103,060 

_6, 536,741 

$ 59, 639,8oT 
4, 545,493 
_ 1 ,089,932 


$ 65,275, 226 


$ 69^ 951,404 
9,484,352 
$ 79, 435,756 
4,000,000 


$ 83,435, 756 
$148,710, 982 


Commission® 1.5% $ 2,233,665 

less comm, on comm. _ 33, 500 

Total est'd potential comm. $ 2,200, 165 

Present value of $2, 200, 165 = $ 1,760,000 

less advance _ 450, 000 

Balance owing MTCC $ 1,310,000 


i I0H ilivv. 


I l . I V j \ I ll 
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ERNST 5 ERNST 

LOS ANGELES 


TO 

FROM 


Northrop File 
L~. 0. Gra; 




DATE August 23, 1974 

SUBJECT Meeting with F. W. Lloyd 
August 21, 1974 


S'' The letter of August 20 from T. V. Jones states that the Northrop 

Corporate executive most familiar with the ATS consultant is Lloyd. Upon 
receiving this notification, 1 called Lloyd's secretary to see If we might 
make arrangements to visit with him to question him on this consultant. 

I made this call at approximately 10:00 o'clock on the morning of the 21st, 
and found that Lloyd was in the Board of Director's meeting (which I had 
forgotten about) and further, that he was planning to leave this afternoon 
for a business trip and would be gone the balance of this week and all of 
next week. 1 Informed Mr. Lloyd's secretary that if he gets out of the 
Board Meeting and has any time at all today, I would like to have a little 
of his time and would make myself available upon his call. X returned from 
lunch at approximately 12:45, and shortly thereafter received a call from 
Lloyd's secretary that he was available to talk for a few ml lutes if I could 
come right up. I could find no one else available to go with me (either PW 
or Jim Blair) thus I proceeded up to at least spend some time and go over the 
specific questions I had on ATS. I thus proceeded immediately to Mr. Lloyd's 
office. The balance of this memo will explore the matters discussed at this 
meeting. 


I Informed Lloyd that I had been through the various correspondence 
files, etc* and had some specific questions on ATS. I asked him maybe before 
I started if he would describe briefly his knowledge of ATS, why he was involved, 
etc. Be stated that he was very familiar with the ATS agreement, inasmuch as. 
it originated really at the time he was at the Aircraft Division as General 
Manager. He jokingly said that if it hadn't been for this early Involvement, 
it may well be that he wouldn't even know about them. Regardless he stated 
* that he consideres this a very good agreement, that they did very good work for 
Northrop, and that with the exception of himself, probably the men most familiar 
were Manny Gonzales and perhaps Paul Champion at Aircraft. He then proceeded 
to briefly recount the ATS agreement, how it originated, and a general run-down 
of the fees. 

He stated that the three $150,000 payments made to the ATS under the 
consulting agreement, were made for services that had been performed and were 
being performed. He stated fhat- Nnrrhrnp fa gw that ATS was incurrin g costs 
QSL HQTthrop'fl-Jtehalf, and this consulting agrppmA^f y?a s entered into*'in an 
^Attempt fo-.retmhmfte_ them for eff ort expended. They did not want to Just make 
advances under the agency agreement, so they came up with the consultants agree¬ 
ment as a vehicle for paying them for services rendered.\ He stated that, of 
course, all payments made under the consultants agreement would be offset against 
agency fees which may be earned. 
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I then proceeded to ask him specific questions with respect to ATS. 

1 asked If Lloyd was aware of the principles' and what the distinction between 
ATS and the subsequent assignee name of Management and Technical Consultants 
might be. He paused, I then threw out the name Mahvl which I had seen in the 
correspondence as being Involved with both ATS and M and TC. As I mentioned 
Mahvl, he then responded to both questions at one time, stating that he did 
not know what he really should say here, inasmuch as there was some sort of 
an agreement not to really disclose the name of any principals In any Iranian 
agency companies. He stated that since 1 had mentioned Mahvl, he acknowledged 
knowing him, and stated that really that was the only principal in ATS that he 

thought he could Identify. He stated he did not know any of the other principals. 

As to why the change to M and TC and the relocation to Bermuda, he stated he 
did not know, but that it was a request of the agents, that the legal department 
at Northrop had reviewed it, and saw no problem with It, thus the change was 
made, as an accomodation. He stated that Mahvl was a very successful business 
man, that he knew he had a major computer installation in Iran and did computer 
services for the government in some fashion, and that he was basically very 

^ highly regarded. I asked what the implication was as to the correspondence which 

indicates that Northrop and Mahvl are presently discussing the possibility of 
joining in some kind of a Joint venture. He stated that as much as he knows 
about this, is that Mahvl had approached Northrop and asked them if they would 
be interested perhaps joining Mahvl in some business enterprise in Iran if he 
comes up with something. Northrop apparently has stated that they would be glad 
to discuss this with him, but that certainly no commitments existed at present. 


I then discussed why Northrop was attempting to terminate the ATS agree¬ 
ment, what the problem was with the legality in Iran, etc. Lloyd recounted how 
the recent (se-ie in the last year) rule in the Iranian government that agencies 
had to be approved by them before they would make reimbursement under any FMS 
sales generated this problem. Apparentl y ATS d^fl got uan t chair agency 

the door o n J ^p t ure commissions..Apparently In the mill are^ome commissions 
that may be owed to AT5' IHVffbf Fbr sales. Lloyd stated that since ATS did not 
want their relationship to be disclosed and approved, that Northrop then took 
„ this to mean that the agency agreement with respect to the F5sales was null 
and void, thus no commission or agency fees-would be paid on such sales. Lloyd 
then stated that because of this problem, the question of the commissions or 
agency fees that might be due on F5E sales was also discussed. AT6 has apparently 
already earned these fees prior to this new Iranian law, and that they will be 


paid to ATS as soon as the payment flow from Iran to the U. S. Government to 
Northrop is consummated. Apparently there is no problem with the F5E commissions, 
but Northrop just felt that since the F5F had triggered the question and was 
going to be the future sales emphasis, that maybe the whole agreement ought to 
be cancelled and terminated in some fashion. Northrop has thus made a settleme nt 
offer to ATS, att empting -tn nmrnmf-o Ko ruling 

ATS on thej5E am d coma l ea ions a t sOjpe present .YfllPfr- — Lloyd does not know the 
present stat'termination proposal. 


I asked if any transactions with ATS preceded the agreements presently 
in existence. Lloyd stated no, that the first contacts with Mahvi and his group 
came from the Northrop involvement in Iran Aircraft industries. Apparently 
Mahvi was the approximately 50% holder in Iran Aircraft industries, and thus 
became somewhat of a partner with Northrop when Northrop invested their 49%. 
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Later on, when the government of Iran decided that Iran Aircraft industries 
ought to be a government entity, Mahvi's Interests were apparently purchased 
by the Iranian government, thus he no longer is directly associated with that 
organization. But through these dealings apparently Northrop learned of his 
reputation and business acumen. Thus evolved the agency agreements. He stated 
that the Mahvi relationship really started through Jeff Kitchen, inasmuch as 
Kitchen had been very instrumental in getting Iran Aircraft industries and 
Northrop together in the first place. He stated Kitchen was really somewhat 
the head Northrop man in Iran, and that he thought he would be quite familiar 
in describing the ATS role since its inception. 

He stated that he felt the ATS agreement was one of the better agcney 
agreements, that they had spent considerable time making sure that it was doc¬ 
umented and was very tight and not of the "looseness" that seemed to prevail with 
many of their agreements. We talked briefly how this compared to Triad, Lloyd 
saying he felt ATS was much better than TRiad, just because they did perform a 
good service, and Northrop had to pay substantially less in fees. I talked 
generally about the seeming overlap of fees that may be paid certain agents for 
the same sale. Lloyd said he thought this would really be the exception to the 
rule, and when I mentioned what about commissions that may be paid EDC on 
Iran sales, he stated that this would be in fact a duplication "if those payments 
are made." I asked as to his knowledge on EDC, he stated he had none and as 
far as he knew, the only man at Northrop that really did would be T.V. Jones. 

He stated that whereas Gonzales and Champion were probably very close to ATS, 
he believed they knew very little at Aircraft with respect to EDC. He again 
stated that for Information on EDC, Mr. Jones would have to be contacted. 

I inquired as to what other ATS agreements existed, and Lloyd recounted 
how tile one existed at Ventura and at NADC. He stated that at Ventura, ATS 
will receive fees on sales of Drones, again only if they are direct and he does 
not feel the FMS is a problem on their product. He stated that as far as he knew, 
nothing had been earned by ATS with respect to NADC. 

Some general discussions ensued as to what the agents did, Lloyd re¬ 
ferring me to the various memos which describe this which had already been pro¬ 
vided us (particularly the Triad memo as presented to the DCAA) and he stated 
his general feeling that whereas.he wished aja not have to deal witj h 

agents^ it wa$ really a way of life. He stated they looked very hard at agency 
agreements to make sure that" 111 fact they are necessary, because they did not 
want to become complacent in this regard. For example, he stated that the 
English seem very complacent and seem to say to themselves that they don't mind 
paying a 252 agency fee if everyone else is, and if it's covered under the 
contract. Lloyd said, on the other hand, he would rather attack this and try 
to keep it reasonable at least. He stated that even in Iran there is double- 
talk as to when an agent fee should be paid and when it shouldn't, that certain 
officials there will say it's all right as long as it's a reasonable percent, 
however this is somewhat double-talk and very hard to really defend. I then 
referred to two items of correspondence which I had observed in the papers and 
upon which I wished to obtain Lloyd's observation. The first of these had to 
do with a letter to file from George Gore, talking about the payment of the 
three $150,000 amounts. The thrust of this memo was that ATS could ask for 
this amount in advance (o: at the start of the year) rather than at the end of 
the year. Gore's memo to file restated that the agreement is in this 

regard, thus he believes the payments should be made "given the political con¬ 
siderations." The choice of words was discussed, Lloyd reciting that whereas 
he did not know exactly what Gore meant, he assumes the political consideration 
had to be as between Northrop and the ATS. He stated that clearly he has no 
knowledge of this Company ever being used for any work such as Sdvy. I then 
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lmttmn shoved him a draft of the Initial agreement with ATS. Contained in 
the draft was a provision that Northrop could "withhold payments up to six 
months, in order to determine if any amounts were needed for national pur¬ 
poses. If not needed, the amount would then be released to ATS.*' (This is 
not a verbatim quote, but the thrust of the agreement.) That provision was 
taken out of the final agreement, but I wlsh^'to pursue why it was in there in 
the first place and what it meant. Again Lloyd stated he had never seen that 
before to the best of his recollection, he did not know what it meant, but he 
stated that Manny Gonzales would probably be the one to clarify, Inasmuch as 
he thought that he had drafted this early agreement. 

With that, the meeting was concluded. 
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1AC1 TRIP - MAHVI 


1. Lloyd states that Mahvi has expressed his willingness to look to 
JLACI for compensation only in the areas of parts sales and 
regional business he brings in. This .was expressed during a 
meeting between Lloyd, Kitchen and Mahvi. Assuming this is 
the ease, it would bo appropriate for IAC1 to develop agreements 
to be signed with the Mahvi Croup in these two areas and it 
would be the understanding of the parties that these agreements 
and the amounts paid under them should be able to stand up under" 
an audit-type scrutiny. The obligations would be IACX's and not 
Northrop's. 

2. Lloyd indicates that Mahvi and his group CflL expecting a commission 
to be paid on the sale of the F-5E, that he basds this on previous 
conversations with me where in his opinion I committed to such 
commissions in the event the sale of the F-5E could be moved off 
dead center. He indicates that General Khatami, 1 , who is part of 
his group, moved the sale along the lines it is now on based upon 
his und erstanding from Mahvi that he would participate in such 

^ commission. The fact of the matter is that the sale was not 
proceeding and now is. There may, therefore, be, some truth to 
Mahvi 1 s statement; however, at no time did I make a firm commitment 
to Mahvi, but I did indicate that we would explore the possibility of 
making such a payment. I explained to him at that time it would bo 
extremely difficult since over 120 F-5 airplanes had been sold into 
Iran by Northrop without any commission. This will have to be 
clarified with Mahvi as soon as possible. 



ROBERT WATTS 

July 24, 1974 



The attached should be filed in the 
Aviation Technical Services agent agree¬ 
ment document-clip (Iran). Mr. Core 
wrote an opinion in February that the sale 
of Ventura products to General Dynamics 
would not involve a commission where 
General Dynamics makes a direct sale to 
the Government of Iran. 

procurement has now changed from a 
dsJct sale to a government to government 
(FMS) sale by General Dynamics. 

The agent has asked if he will receive a 
commission, which based upon Mr. Gore's 
memorandum, I informed Bob Gates that 
a commission still would not be applicable. 

As a consequence, the attached telex was 
sent to Tehran. 
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LEGAL COUNSEL'S INTERPRETATION IS THAT AGREEMENT DOES 
NOT COVER THIS KIND OF SUBCONTRACT WORK ACQUIRED IN 
U.S. TO OTHER U.S. FIRM. HOWEVER THIS IS A SMALL 
ONE-SHOT DEAL AND SHOULD NOT AFFECT THE LARGER AND 
LONGER TERM PROGRAM, WHICH IS NOW IN WORK AND OF COURSE, 
COVERED. ENTIRE SUBJECT WILL BE DISCUSSED FURTHER 
O NEXT WEEK AND SUGGEST YOU HOLO OFF RESPONSE FOR FEW 
DAYS UNLESS OTHERWISE MANDATORY. 


GATES 



00 MOT ij$« V=?eA 

‘•AMIM-JM OP 51 

. pa.» unk, tf/ctycivo iP;»cr». 


y. ft"' 


ron AO&modAL pa ccs, uit r oam 68-199*. ccitinu*tioi pace ( ’> 

C. R. Gates 

OR6M. NO. po»t 

' 200 CC 

281 

0419 

7-23-74 


Is, .1 

1 iwhc ihcf. ipa imi 


■ 

o* 1 

k/ _ _ 

•’ 1 - . On.luv'ir, 

3 





59-120 0 - 76 - 50 
























PART B - 4 b. 


PAGE COMMUNICATIONS/GNPS CONSORTIUM 
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**0R111H0P CC^ORATION 

Synopsis of 1NTS Program 
Iran 


Members of venture (or consortium) end 

their ifc&pective share of contract value: 


$ S hare X Share 


Pago (Northrop) $135,700,000(1) 60X 

Sioocn'8 (Germany) 28,600,000 13 

Nippon (Japan) 38,500,000 17 

General Electric (Italy) 22, 200 ,000 10 

£ 225 ^ 000 ^ 00^0 100 % 


(1) Before any increase in value for cost overruns, etc., l.e.t Page $60,000,000 


Agents fees "agreed to" at 5% of contract, or $11,250,000. 
Members share fees in proportion to value, thus Page 
share would equate to $6,750,000. 

~ Consortium 

Agent fee breakdown: total _ 

(Denrees (3X) __$ 6,750,000 

A Swiss Corp. 

Principals unknown 


(Prince Chahram CC%Z> 1,125,000 

Iran consultant 

"Siemens" (IX) 2,250,000 

(See below) , 


Uncommitted (OiX) 1,125 . 000 

"Pioraens" portion of fees. Funds are 
transferred to a numbered Swiss bank 
account purportedly Siemens controlled. 

No further control is exercised by Page 
(or the consortium). No support exists • 
as to ultimate recipient aidamounta 
paid are not claimed as a tax deduction. 

Payments Total 


1970 

1971 

Not yet disbursed 


$1,200,000 
850,000 
200.000 
$2,250.0 0<^ 


Information as to what the various agents did, 
where the Siemens disbursements went, who was 
responsible for approving the Page portion, 
etc., has been sought from various sources 
to date ~ t.e. : Waldschmitt, Kitchen, 
Stegemann (of Welch & Morgan), Kaufman, , 
Campbell, Willson, Watts and Rath. 

Additional interviews presently contem¬ 
plated Include Jones, Miller, Hughes 
(Page member In Iran), Jablonsky 
(consortium manager) and additional 
talks with Kitchen. 



Page Portion - 
Not to be 
Deducted for 
Tax Purpose s 

$629,000 

515,000 

120,000 
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AFFIDAVIT 


JEFFREY C, KITCHEN, being duly sworn, deposes and says as 
follows: 

1. At all times herein mentioned, I was a vice president of 
Northrop Corporation with specific responsibility for international 
development programs in Iran* During this period I resided in Iran* 

, * f 

2. Commencing in calendar year 1969, Page Communications 
Engineers, Inc. ("Page"), a wholly-owned subsidiary of Northrop 
Corporation, joined in an international consortium to build, pursuant 
to contract, an integrated national telecommunications system for the 
Government of Iran. The contract (referred to as the M INTS Program”) 
involves a $225 million nationwide public telephone, telegraph, tele¬ 
vision and wideband data telecommunications network, including 500 
communications stations connecting 60 major urban centers, hundreds 
of towns, villages and hamlets, and many industrial installations 
throughout Iran* 

3* The international consortium to build this communications 
system was, and is, composed of General Telephone & Electronics 
International, Inc., Nippon Electric Company, Ltd*, Page, and Siemens 
Aktiengesellschaft, and is commonly referred to as the ”GNPS Con¬ 
sortium”. The GNPS Consortium is not a partnership* It is a joint ven¬ 
ture that was established as the vehicle to coordinate the efforts of the 
aforementioned companies, none of whom are related to each other, 
with respect to the INTS Program, with each company performing work 
in the area of its particular special capability* The function of the GNPS 
Consortium was, and is, to coordinate the efforts of its members in per¬ 
forming the contract, to act as the central agency for making the original 
proposal to the Iranian Government; to obtain the basic contract; to 
coordinate all details of the work; to arrange for payment; and generally 
to conduct all negotiations with the Iranian Government. 

4. The expenses of performing the work are not shared in any 
fixed ratio by the members of the consortium. Each member is sepa¬ 
rately responsible for performing its share of the work, and its profit 
depends upon its efficiency in its performance of that portion of the work 
assigned to it. The administrative expenses of the GNPS Consortium in 
performing its ministerial functions are shared by the members of the 
GNPS Consortium in an agreed-upon ratio, generally dependent upon 
the share of the work allocated to each members*. Such shared expenses 
include the commission referred to below. 


EXHIBIT IV-E-4 
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5. The major share of the INTS Program, and therefore the major 
share of the expenses of the GNPS Consortium, are allocable to Page* 

6* In 1969# during the course of the GNPS Consortium's 
preliminary work in preparing a proposal to the Iranian Government for 
this program, it became apparent to the GNPS Consortium, Page, and 
to me that the assistance of a firm expert in local business and economic 1 
conditions'and procedures was absolutely necessary* Accordingly, 1 
sought the advice of a number of Iranian and foreign businessmen as to 
what companies were knowledgeable and expert in these matters, had 
experience in programs of this complexity and magnitude, and might 
be available for employment for thfa purpose* The, concensus of 
opinion was that Denrees et Equipments, S. A* ("Denrees") was 
extremely well qualified to perform such services for the GNPS Con- • 
sortium* Denrees is a Swiss company engaged in a number of businesses, 
including commodity transactions, imports and exports of equipment, and 
the rendering of consulting services of the type described herein* Selec¬ 
tion of Denrees was carefully evaluated by the GNPS Consortium, which 
collectively decided that it was necessary and appropriate to arrange 
with Denrees to assist the GNPS Consortium in undertaking the INTS Pro¬ 
gram. I do not know who owns Denrees* 

7* The commission agreed to be paid to Denrees with respect to 
the services rendered by it was originally set at 2% of the GNPS Con¬ 
sortium* s contract value with respect to the INTS Program, but this 
commission was subsequently raised to 3% when the contract value was 
increased and it was later determined that the services rendered were to 
be more extensive than originally contemplated* 

8* One of the principal representatives of Denrees who assisted 
the GNPS Consortium pursuant to the aforesaid agreement was Mr* Guy 
B our quin, a Belgian cltUen resident in Iran* Mr* Bourquin had 
evaluated, negotiated and arranged for the construction of a number of 
large industrial plants in Iran, together with all the pertinent facilities, 
including roads* 

9* From late 1969 to the present Mr* Bourquin has been in continual 
consultations with the GNPS Consortium in connection with the INTS Pro¬ 
gram, and has rendered the following specific types of services, which I 
feel were of great value and were and are essential in connection with the 
performance of the work! 

a* Based on his previous experience in dealing with many 
departments and ministries of the Iranian Government, he advised how 
best to convince the Iranian Goyernment to implement the INTS Program 
on the basis of a single negotiated contract with the GNPS Consortium 
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rather than on the basis of open international competitive bidding. 

Open bidding on a project of this type is complicated, time consuming, 
costly, and generally unsatisfactory to all parties, including the 
Government. Such open bidding requires the preparation of detailed 
specifications by the Government, under Circumstances where the 
Government may not have the expertise necessary to prepare such 
detailed specifications. Such specifications tend to be faulty and 
necessitate higher bids to cover contingencies. On the other hand, 
a negotiated contract covering the entire project, arrived at pursuant 
to discussions with a consortium of all major potential suppliers, 
allows the specifications to be developed jointly by the customer and 
the suppliers with a full exploration of the cost variances resulting 
from different specifications. If the contract negotiations are unsatis¬ 
factory, the Government may then go to a second source or to open 
bidding. The confidence of Iranian officials in Mr. Bourquin was a 
major factor in obtaining a negotiated contract, without which the 
project might well have been impossible. 


b. The financing of the INTS Program was complicated by the 
fact that the ability of the Iranian Government to make payments under 
the contract was, and is, somewhat geared to its receipt of oil royalties. 
Mr. Bourquin was in a position to advise the GNPS Consortium of the ' 
Government's available re venues,-and therefore placed the GNPS Con¬ 
sortium in a position so that its proposal, contract performance and 
requested payment schedule would be compatible with the Government's 


ability to pay for this major undertaking. 


c. Mr. Bourquin assisted us in preparing a number of 
proposals, including many engineering design proposals. His prior 
experience in Iran enabled him to advise us as to the format, degree 
of detail presented, and the best method of obtaining prompt approval 
with respect to all such proposals to the Government. 


d. Having had very considerable construction experience 
in Iran, Mr. Bourquin has also continually advised us as to whether 
or not local suppliers of goods and services were, or are, reliable 
and as to when we should use local, as contrasted to external, sources 
of supply. 


10. In the opinion of all members of the GNPS Consortium, the 
aforementioned fee paid, or to be paid, to Denrees is reasonable 
based upon the services rendered, and in my opinion and in the 
judgment of each of the GNPS Consortium members, the fee was 
well within the norms of those paid in international business trans¬ 
actions by major companies experienced in obtaining and performing 
projects comparable to the INTS Program. 
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I declare under penalty of perjury that the foregoing is true and 
correct to the best of my knowledge and belief* 



Subscribed and sworn to before me this day of 





\ 
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AFFIDAVIT 

D. A. L. HUGHES ("Hughes") end JOHN H, BAKER ("Baker"), having 
been duly sworn, depose and say as follows! 

1, Hughes says that beginning In early 1970 and continuing until 
mld-1971 he represented Page Communications Engineers, Inc, 
("Page") as a member of the Executive Committee of the GNPS 
Consortium and that during the same period he was, and continues 
to be, a Vice President of Page. 

2, Baker states that during the same timl*period he was, and continues 
to be, the Treasurer and Director of Financial Services of Page* 

I**- 

3, The GNPS Consortium hereafter referred to as "GNPS" is composed 
of General Telephone fc Electronics International, Inc,, Nippon 
Electric Company, Ltd., Page, and Siemens, Aktiengesellschaft 
("Siemens 9 "), and was formed in 1969 for the purpose of building, 
pursuant to contract, an integrated national telecommunications 
system for the Government of Iran. This contract (referred to as 
the "INTS Program") involves the nationwide public telephone, 
telegraph, television and telecommunications network. The original 
contract value of the INTS Program was $130 million, but this was 
subsequently increased to $225 million, GNPS is not a partnership 
but the administrative expenses of GNPS in performing its ministerial 
functions are shared by its members in an agreed upon ratio, generally 
dependent upon the value of the share of the work allocated to each 
member. This ratio is adjusted from time to time as the scope and 
share of the work varies between the members. 


.FWWT TV-*-* 
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5. 


6. 


Hughe# say# that in May of 1971 at a meeting of the Executive Com¬ 
mittee of the GNPS the repretentative of Siemens stated that, 
because the total contract value of the INTS Program had been 
increased from $130 million to $225 million, it wo^ld be necessary 
for Siemens to make certain payments in addition to certain payments 
already made by Siemens, all on behalf of GNPS. The Siemens 
representative stated that these payments already made by Siemens 
on behalf of GNPS amounted to $1,2 million and that this amount would 
have to be increased to 1% of the total contract value, or $2.25 million. 
The Executive Committee of GNPS agreed that Siemens should make 
such additional payments on behalf of GNPS and that each member of 
GNPS should contribute its share of the additional $1.05 million, 

Hughes says that on or about June 28, 1971, at the direction of 
the Executive Committee of GNPS he caused to be transferred 
$850,000 from GNPS bank account In Geneva, Switzerland to a 
•numbered account in the Banque Lombard, Odier and Cie., in 
Geneva, the number of the latter account having been furnished to 

him by a representative of Sienjens. This $850,000 was in part 

' ‘ ^ 

payment of the $1.05 million mentioned above. 

Baker says that he has seen the records of the GNPS bank account 
mentioned in Paragraph 5 above, and that such records indicate 
that on June 23, 1970 the sum of $1* 2 million was transferred from 
the said GNPS account to the same numbered account referred to 
in Paragraph 5. At that time Page's share of the GNPS expenses 
pursuant to the ratio described in Paragraph 3 above was 52.38% 
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and, therefore, on Juno 18, 1970 Pago transferred from the Riggs 
Bank in the United States to the GNPS account in Swltserland the sum 
Of $628, 560 as its share (52. 38%) of the $1..2 million. 

7. Baker states that as of June 28, 1971 Page's share of the GNPS 
expenses as described in Paragraph 3 above was 60.666949% 
and, therefore. Page's share of the $850, 000 mentioned in Paragraph 

5 was $515,669. Page has transferred this amount to the GNPS bank 
account in connection with the reimbursement of this and other 
unrelated selling expenses. 

8«- Baker states that with respect to the actual and contemplated payments 
of $2.25 million referred to in this affidavit the only amounts deducted 
by Page in determining its net income before taxes for financial 
statement 9 purposes consist of the $628, 560 mentioned in Paragraph 

6 and the $515, 669 mentioned in Paragraph 7. 

Hughes declares under penalty of perjury that the statements contained 
in Paragraphs 1, 3, 4, and 5 above arp true and correct to the best of his 
knowledge and belief. 

Baker declares under penalty of perjury that the statements contained in 
Paragraphs 2, 3, 6, 7, and 8 are true and correct to the best of his knowledge 
and belief. 




(Notary Public) 
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AFFIDAVIT 

JEFFREY C. KITCHEN, having been duly, sworn, deposes and says 
as follows: 

1. 1 have read the attached affidavit of D. A. L. Hughes and John 
H. Baker. 

2. As a consortium team leader.of the GNPS Consortium referred 
to in the attached affidavit, I participated in negotiations pursuant to which 
it was agreed that the GNPS Consortium would make certain payments to 
individuals, whose identity I do not know, in the original amount of $1. 2 
million. This amount was later raised to $2. 25 million. All such payments 
were to be made by the representatives of Siemens Aktiengesellschaft 
("Siemens"). 

3. Although I have no personal knowledge of the facts recited in the 
attached affidavit, it is my belief that the payments referred to in paragraph 
2 above are the same payments referred to in the attached affidavit and that 
therefore the numbered bank account referred to in the attached affidavit 
was under the control of Siemens. 

1 declare under penalty of perjury that the above statements are true 
and correct to the best of my knowledge and belief. 

Executed at Los Angeles, California, this fl^^ day of January, 1973. 


Subscribed and sworn to before 


EXHIBIT IV-E-7 


oftTciAl SEAL 
SHARON K. HILAIEl 

NOTARv PUBLIC ‘CAUFOPNIA 

LOS ANQCLCS COUNTY 
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Northrop Corporation 
Special Investigation 
Memo Res discussions with Jeff Kitchen 
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Tliroe separate discussions were held with Jeff Kitchen during the field 
work of the week of August 5th. These were as follows: 

Gray and Rolllnger - 8/5/74 3:00 p.m. 

Gray/Blair/Falkenhagen - 8/8/74 9:30 a.m. 

Gray - 8/8/74 1:30 p.m. 

Mechanics of the GNPS Consortium were discussed at these meetings - 
Including Kitchen's role therein. Kitchen describes his role as being active 
in negotiating^ arranging the proposal preparation, etc. Then said he was 
relatively inactive in the INTS contract for a period of time until operational 
problems started to become apparent, at which time he became more involved 
again. Addresses of the agents employed and of the other members of the Con¬ 
sortium were discussed - in order that confirmation requests could be sent. 

Kitchen knew of no reason why confirmations couldn't be sent - was concerned 
however about sending a confirmation into Iran with respect to payments to 
Prince Chahram. He is going to pursue for us the possibility of obtaining an 
address for the Prince outside the country. He will cable this to us. (Note - 
he was leaving for Iran on 8/8 for a trip through 8/20/74). 

See Rolllnger memo for specifics on discussions at 8/5/74 meeting re INlS. 

He described Oenrees as very useful in landing the INTS contract,, does not know 
who parties of Denrees are. The Prince's efforts were described in very general 
terms by Kitchen. As to Siemens," Kitchen maintained he does not know for what 
use these monies were used. He maintains thar Siemens "convinced" the Consort¬ 
ium that the payments were necessary - and that he was not Involved In these 
discussions - nor was ha officially Involved in the payment process itself. 

Said the first payments ($1,200,000) wore sold to the Consortium by Siemens 
very early in the program. He referred to two commitments at $600,000 each. 
Apparently as the contract grew, Siemens said that they needed more too, they 
said that perhaps their "share" should be converted to A X of contract value - 
thus the IX figure or $2,250,000. In response to my question as to the unpaid 
portion of this $2,250,000 (namely $200,000) Kitchen said he did not know anything 
about it and that I was telling him something for the first time. 

Kitchen believes the Consortium meeting at which the additional payments were 
discussed took place in Tokyo - and that probably the Northrop (Page) man who 
was present would have been D.A.L. Hughes. He is not sure just what was said by 
Siemens, and referred to some sort of agreement (probably not "official" in nature) 
wherein Siemens could not tell who got the monies, Siemens apparently agreeing 
not to reveal the recipients. Thus unanswered is what they might have said to 
the Consortium executive committee to convince them that they should spend another 
million without knowing to whom given or for that matter, without knowing who had 
already received the first million. 

Kitchen surmised that this went to certain key exec's (mentioned department * 
heads, etc.) in the Iranian government - but again said he didn't know. 



As to who might have been the Northrop (Page) representative on the 
executive committee at various times. Kitchen would reconstruct as follows 
though dates, etc* not firm: 

Ralph May 

Ed Debbas 

D.A.L. Hughes 

•Jack Campbell 

Discussed briefly the method In which Consortium operated. Jablonsky 
(a former Northrop man) apparently is the head mechanic - he is now, per Kitchen, 
a four company man and as such runs the administrative portion of the Consortium. 

In response to a number of questions regarding specifics of the amounts 
scheduled M*d for tax purposes - Kitchen seemed very -unfamiliar. In response 
to a question as to how Pages 60* share of fees was arrived at (such 60* fluctu¬ 
ating at times) Kitchen replied that Jack Campbell would be best able to answer* 
Did say that he thought at tiroes that Page may have paid more-or-less than 60* 
based on needs at that time, and the cash available by the other members of the 
Consortium (i.e. Nippon was low on cash sometimes, and Page may have somewhat 
"advanced" money on their behalf). 

In closing. Kitchen stated that he realizes there is an unexpended portion 
of agent fees available to be paid (4 of 1* or about a million dollars) but said 
he had not heard any discussions with respect to this for the past year or so. 

See separate memo (In Corporate office workpapers) regarding discussion 
with Kitchen on ATS. 
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22 March 1973 


Mr, Maynard Gordy 
Internal Revenue Service 
300 North Los Angeles Street 
Los Angeles, California 90057 

Dear Mr, Gordy: 

In response to your request and based on information furnished to 
me by Mr.-Jeffrey Kitchen, who during the times herein mentioned 
-was a vice president of Northrop Corporation with specific respon¬ 
sibility for development programs in Iran, the following is a 
description of the business relationship between the "GNPS' 

‘ Consortuim" and Dcnrees et Equipments, S. A,: 

1. Commencing in calendar year 1969* Page Communications 
Engineers, Inc. ("Page”), a wholly-owned subsidiary of Northrop 
Corporation* joined in an international consortium to build, pursuant 
to contract, an integrated national telecommunications system for the 
Government of Iran. 'The contract (referred to as the "INTS Program") 
involves a $225 million nationwide public telephone* telegraph* tele¬ 
vision and wideband data telecommunications network, including 500 
communications stations connecting 60 major urban centers, hundreds 
of towns, villages and hamlets, and many industrial installations 
throughout Iran. 

2. The international consortium to build this communications 
system was, and is, composed of General Telephone & Electronics 
International, Inc., Nippon Electric Company, Ltd., Page, and Siemens 
Aktiengcscllschaft, and is commonly referred to as the "GNPS Con¬ 
sortium". The GNPS Consortium is not'a partnership. It is a joint ven¬ 
ture that was established as the vehicle to coordinate the efforts of the 
aforementioned companies, none of whom are related to each other. 


EXHIBIT B 
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Mr, Maynard Gordy 


22 March 1973 
Page 2 


with respect to the INTS Program, with each company performing • 
work in the area of its particular special capability, Tho function 
of the GNPS Consortium was, and is, to coordinate the efforts of 
its members in performing the contract, to act as the central agency 
for rnaking the original proposal to the Iranian Government; to obtain 
the basic contract; to coordinate all details of the work; to arrange 
for payment; and generally to conduct all negotiations with the 
Iranian Government, — 

3, The expenses of performing the work are not shared in any 
fixed ratio by the members of the consortium. Each member is 
separately responsible for performing its share of the work, and its 
profit depends upon its efficiency in its performance of that portion 
of the work assigned to it. The administrative expenses of the GNPS 
'Consortium in performing its ministerial functions are shared by 
the mombers of the GNPS Consortium in an agreed-upon ratio, 
generally dependent upon the share of the work allocated to each 
members. Such shared expenses include the commission referred 
to below, 

4, The major share of the INTS Program, and therefore the 
major share of the expenses of the GNPS Consortium,, are allocable 
to Page. 

5, In 1969. during the course of the GNPS Consortium's 
preliminary work in preparing a proposal to the Iranian Government 
for this program, it became apparont to the GNPS Consortium and to 
Page, that the assistance of a firm expert in local business and 
Economic conditions and procedures was absolutely necessary. 
Accordingly, the Consortium sought the advice of a number of Iranian 
and foreign businessmen as to what companies were knowledgeable 
and expert in these matters, had experience in programs of this 
complexity and magnitude, and might bo available for employment for 
this purpose. The concensus of opinion was that Denrces et Equip¬ 
ments, S, A. ("Dcnrecs") was oxtremoly'well qualified to.perform 
such services for tho GNPS Consortium. Denreos is a Swiss company 
engaged in a number of businesses, including commodity transactions, 
imports and exports of equipment, and the rendering of consulting 
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Mr. Maynard Go rdy 


22 March 1973 
Pago 3 


service of the type described herein. Selection of Denrees was 
carofully evaluated by the GNPS Consortium, which collectively 
decided that it was nocessary and appropriate to arrange with 
Denreos to assist the GNPS Consortium in undertaking the 1NTS 
Program. We do not know who owns Denrees. 

6. The commission agreed to be paid to Denrees with respect . 
to the services rendered by it was originally *et at 2% of the GNPS 
Consortium's contract value with respect to the INTS Program, but 
this commission was subsequently raised to 3% when the contract 
valuo was increased and it was later determined that the services 
rendered were to be more extensive than originally contemplated. 

7. One of the principal representatives of Denrees who kssisted 
the GNPS Consortium pursuant to the aforesaid agreement was Mr. Guy 
Bourquin, a Belgian citizen resident in Iran. Mr. .Bourquin had evaluate^, 
negotiated and arranged for the construction of a number of large Indus* 
trial plants in Iran, together with all the pertinent facilities, including - 
roads, 

8. From late 1969 to the present Mr. Bourquin has been in continual 
consultations with the GNPS Consortium in connection with the INTS Pro¬ 
gram, and*has rendored the following specific types of services, which 
we feel were of great value and were and are essential in connection 
with the performance* of the work: 

a. Based on his previous experience in dealing with many 
departments and ministries of the Iranian Government, he advised how 
best to convince the Iranian Government to implement the INTS Program 
on the basis of a single negotiated contract with the GNPS Consortium 
rather than on the basis of open international competitive bidding. 

Open bidding on a project of this type is complicated, time consuming, 
costly, and generally unsatisfactory to all parties, including the 
Government. Such open bidding requires the preparation of detailed 
specifications by the Government, under circumstances where the 
Government may not have the expertise necessary to prepare such 
detailed speeifications. Such specifications tend to be faulty and 
necessitate higher bids to cover contingencies. On the other hand, 
a negotiated contract covoring the entire project, arrived at pursuant 
to discussions with a consortium of all major potential suppliers. 
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Mr, Maynard Gordy 

\ . * 

allows the specifications to be developed jointly by tho customer and 
the suppliers with a full exploration of the cost variances resulting 
from different specifications. If the contract negotiations are 
unsatisfactory, the Government may then go to a second source or 
to open bidding. The confidence of Iranian officials in Mr. Bourquin / 
was a major factor in obtaining a negotiated contract, without which 
.'‘f the project might well have been impossible, 

b. Tho financing of-the INTS Program, was complicated by 
the fact that the ability of the Iranian Government to make payments 
tinder the contract was, and is, somewh?t geared to its receipt of oil 
royalties. Mr. Bourquin was in a position to advise the GNPS Con¬ 
sortium of the Government's available revenues, and therefore placed 
the GNPS Consortium in a position so that its proposal, contract 
performance and requested payment schedule would be compatible 
with the Government's ability to pay for this major undertaking. 

. c. Mr, Bourquin assisted us in preparing a number of 
proposals, including many engineering design proposals. His prior 
experience in Iran enabled him to advise us'as to the format, degree 
of detail presented, and the best method of obtaining prompt approval 
with respect to all such proposals to the Government. 

d. Having had very considerable construction experience in 
Iran, Mr. Bourquin has also continally advised ua as to whether or 
not local suppliers of goods and services were, or are, reliable and 
as to when we should use local, aa contrasted to external, sources 
of supply. 

9. In the opinion of all members of the GNPS Consortium, the 
aforementioned fee paid, or to be paid, to Denrees is reasonable 
based upon the services rendered, and in our opinion and in the' 
judgment of each of the GNPS Consortium members, the fee was well 
within the norms of those paid in international business transactions 
by major companies experienced in obtaining and performing projects 
comparable to the INTS Program. 


' Very truly yours, 



Tax Counsel and 

Corporate Director of Tax Administralion 


22 March 1973 

Page 4 


HGRifg 
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T«« C**un*©» 

CMpwiio Oi-rrto^ oI l.u AdmtnuinliOA 
At taunt Treasure* 


. March 27, 1973 


Mr, Maynard Gordy ' 

Internal Revenue Service 
P. O. Box 231 

Los Angeles, California 90053 
Dear Mr. Gordy: 

The purpose of this letter is to confirm certain information which has 
previously been communicated to you orally. 

In connection with your audit of the consolidated income tax return of 
Northrop Corporation and subsidiaries for the fiscal year ended July 31, 
1970, you are aware that one of Northrop’s subsidiaries, Page Communi- 
cations Engineers, Inc. ("Page"), reflected on line 5 of Schedule M-l 
of that return a difference between book income and taxable income 
consisting of a book expense not deductible for tax purposes in the amount 
of $628, 560. This amount consisted of Page's share of certain expenses 
of a foreign joint venture, which expenses could not be substantiated for 
federal income tax purposes. 

#*. 

During the course of your audit of our 1970 fiscal year you asked that we 
amplify our reasons for not deducting Page's share of those expenses. 

In the eburse of our investigation conducted in response to your request 
we have ascertained that this foreign joint venture incurred additional 
expenses in our fiscal year ended July 31, 1971, which apparently cannot 
be substantiated for federal income tax purposes. As you know, the facts 
concerning these expenses are complicated, and until our recent investi¬ 
gation we had no reason to believe that any additional adjustment was 
necessary in our 1971 fiscal year. 

However, we have now determined that Page's share of these 1971 
expenses amounted to $515,669. and therefore Page's taxable income as 
Included in our consolidated federal income tax return for the fiscal year 
ended July 31, 1971, should be increased by that amount. 

You are not responsible for the audit of that fiscal year, and the purpose 
of this letter is simply to document our voluntary disclosure of this 
required adjustment. 1 understand that the procedurally correct method 
of making this disclosure would be through the filing of an amended return 


EXH2E-T :V-2-8 
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Mr. .Maynard Cordy March 27, 1973 

Internal Revenue Service Page 2 


for that fiscal year. However, it seems to us that such a filing serves no 
' useful purpose for the following reasons: 

1. The Internal Revenue Service audit of our fiscal year 1971 is 
currently scheduled to commence in June of 1973. 

2, If such an amended return were filed it would be necessary 
for us to remit additional taxes withjrespect to the $515,669 additional 

^ income. As you know, certain large deficiencies which have been agreed 
* upon and paid with respect to our fiscal years 1966 and 1967 reverse 
themselves in our fiscal years 1970 and 1971. Taking into account all 
reasonably forseeable deficiencies, agreed upon or likely to be agreed 
upon, including the above adjustment, it appears to us that we have 
.substantially overpaid our federal income taxes for the latter two fiscal 
years, and that the taxes that would have to be remitted with such an 
.amended return would simply increase this overpayment. 

I will appreciate your transmitting this letter to the Internal Revenue 
Service personnel who will be responsible for the audit of our 1971 fiscal 
year. 

Thank you for your cooperation. 


HGR:ed 


Very truly yours, 
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TO Northrop File 
FROM Larry D. Gray^^J^ 


DATE August 29, 1974 

SUBJECT Interview with Ross Miller 
August 27, 1974 


At one thirty this date, myself and Olaf Falkenhagen of PW met with 
Ross Miller for purposes of the formal Interview as part of the special invest¬ 
igation. Our primary reason for talking to Miller was in connection with the 
1NTS contract in Iran, also with respect to a couple of dash funds which were 
paid at his direction and which he had earlier disclosed in his Questionnaire 
to us. The following will highlight ray observations from the interview. 

We first asked Miller to give us a rundown on his involvement with 
INTS from inception. Miller stated that in June *72 it became apparent that 
there was a management problem li> Iran, and he was asked to go on very short 
notice to Iran on behalf of Northrop. He stated that before this time he had 
only been In Iran some two or three days - a stopover visit on the way to an¬ 
other foreign country. He stated he left on such short notice that his wife 
had to complete the management of the construction of a new home they had just 
begun in Palos Verdes. Clearly, he had not expected this assignment to come 
up . His briefing before leaving for Iran consisted of a presentation by J. 
Waldschmltt from Page, which'showed that things were in not too bad a shape. 
(This presentation was made available to us following the meeting for a quick 
review. It did not disclose any matters irrelevant to this special investiga¬ 
tion). 


He said upon arriving in Iran, he met first witli Charlie Pope and 
Eddie Debbas - both Page employees who had been in the country for a substantial 
period of time. Both these men were apparently thoroughly disgusted with the 
program, and in fact, quit the day of Miller's arrival. He stated their main 
disillusionment was with the absentee management, thus he was able a couple o" 
days later to convince them to stay by realigning the management team, reaffirm¬ 
ing to them that it was really collectively the three of theirs responsibility 
now, thus the two stayed on and worked with Miller. Miller said he soon lean ed 
that there was indeed substantial problems on behalf of Page^but that there 
were substantial customer problems as well. Over the next few months, he worked 
at getting his feet on the ground, and brought in many new peopife under him, 
really practically turning over management of the contract. 

He stated that once he got to know the job and some of the unusual 
matters with respect to doing work in Iran, he came to the conclusion that the 
customer problems were basically because they operated in an environment of fear. 
They would not amend the contracts or sign any acceptances or sign hardly any 
thing, with the fear that they would be punished if something was wrong. This 
it is much better to do nothing under those situations. He stated that he brgan 
in the fall of '72 to document the customer problems, and went to the customer 
in April of 1973 with the proposal that the contract be converted from a fixed 
price to a cost type contract. This war. turned down, but there ensued additional 
discussions which included among other things an admission by Miller that in fact 
Page had made many mistakes. This apparently got the customers "sympathy" o. 
attention to some degree, and he was thus able to turn the negotiations to fr iltful 
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purposes. He stated he presented a paper on the reasons for the cost over, itn 
(this paper being equivalent to a claim, though not called that) which was 
presented to the government of Iran In approximately June 1973. This paper 
. basically said that Page just could not control the costs inasmuch as much of 
the effort and site availability was directly the responsibility of the govern¬ 
ment. Page apparently told the government in this June '73 meeting, that they 
would have to stop work inasmuch as they were out of money and they Just could 
not proceed on this basis. This apparently got the attention, and shortly 
thereafter the $60,000,000 advance agreement or addendum was agreed upon. Miller 
stated during these discussions with respect to the $60,000,000, he was working 
directly with the Shah's representative Asphl. Asphi was apparently working 
directly at the Shah's instructions, and Miller stated that these negotiations 
were primarily between the two of them. 

We asked about Kitchen's role in Iran, Miller stated that he was not 
directly Involved in these negotiations in which he was conducting, but that 
he looked to Kitchen for Information and for his excellent public relations work. 

He is apparently very highly regarded in Iran, has excellent contacts, and is 
very effective at gathering intelligence. We talked briefly about? the manage¬ 
ment of the consortium. Miller recounted how Jablonski was the more or less 
manager, and that his boss was the executive committee (more recently called the 
management board). Miller stated that he in fact represented Page or Northrop 
on the management board since his arrival in Iran. He was not sure as to who 
all had VEpXd c c d him at this leadership role. He stated the management board 
kept very good minutes of all proceedings, but that they soon learned that with 
the proviso In the contract that all four members of the consortium must approve 
all actions, that very little was getting done. Apparently then in February of 
1973, the chief executives of all of the four members of the consortium met in 
Los Angeles. Among other things concluded here was that each of the four should 
pursue Independently certain matters without necessarily working through the con¬ 
sortium. It is under this general direction that Page aggressively then pursued 
the $60,000,000 contract advance. 

We inquired as to Waldschmitt's role in Iran, Miller Just stated that 
his path crossed very little with Joe, Joe just accompanied him to Iran initially. 
Introduced him to their own people, and left almost immediately. Miller went on 
to state, candidly, that they felt perhaps that part of the problem in Iran had 
been Waldschmitt because he had taken a very hard line stand with the Iranians. 
Miller stated that shortly after his arrival in Iran, he received a couple of 
phone calls from Waldschmitt wanting a status report, but that Miller more or ?^ss 
stated that he Just did not have the time or the inclination to worry about ste:us 
reports of construction inasmuch as the problem really seemed to be a management 
problem rather than a construction problem. Miller stated then that he had not 
talked to Waldschmitt since July 1972. 

As to the role of Debbas, Miller stated that he hail the title of Chief 
Negotiator for the consortium, was a well liked and trusted man in Iran, and did 
much work on behalf of all the consortium members. Miller did state that Debbas 
In fact was in most of the executive board meeting, after he was there he sat in 
these as the role of chief negotlatior, but that he might have actually represented 
> Page prior to Miller's arrival in Iran on the board. In response to a question 
as to what was Don Hughes's role, Miller stated that he preceded Debbas by quite 
a long period of time, and he was really not sure exactly/trie Hughes's role was 
or had been. In response to a question as to how much contact he had with Baker 
in Iran, Miller stated very little, that he had just made a visit to Iran shortly 
after Miller's arrival, wherein they discussed certain accounting matters with 
' respect to the consolidation of Iran figures at Page in Vienna. 



Some of the gentlemen that Miller acknowledged bringing on board thafe 
served very active roles, and are continuing to serve active roles, are Penrod 
who became the controller, Manzella who became the VP of contracts, and several 
others. He acknowledged also hiring an in-house counsel In Iran, and using many 
other Northrop people on small one-shot assignments. He stated he was actually 
very enthused over the outcome of the INTS contract. 


Our discussions then turned to his general knowledge of the role of 
the .agent in Iran. Miller's reaction was that he knew very little specifically, 
that he was basically opposed to the agency fee principle, but that he really 
thought it was a way of life in that country. He recounted later in our dis¬ 
cussion that he was at a meeting wherein the Prime Minister stated that he wanted 
to get rid of the agency fee problem, but that he really did not see how they 
could actually do this. He stated they do in fact make this statement publicly, 
but he would question their real desires. Given this general background, he 
proceeded to say again that he had very little Insight into the agent fee matters 
with respect to the INTS contract. He stated there has been no discussions with 
agents with respect to a possible payment of an agency fee on the $60,000,000 
additional value. He stated that the first time he had seen the Denrees agency 
agreement was approximately a month or so ago when a copy of it came to his 
attention being a duplicate of some information that had been provided to us in 
response to a request in conjunction with the special investigation. He stated 
he has never met any of the agents receiving payments on the INTS contract, had 
never heard of Prince Charara until mentioned by us. He said he had heard the 
rumours recently with respect to the payments made by Siemens on behalf of the 
consortium, but he had no insigh* or information relative to the tax treatment 
or the other problems associated with these payments. He stated he had never 
seen the affidavits and data put together by Howard Rath with respect to these 
payments. In response to a question as to what benefits the agents provided, 
he said his basic understanding would be that they were very useful in acquiring 
business, defining scope, and the __ general work outline. He stated he would 
assume that much of the agents fees with respect to INTS, grew as the basic con¬ 
tract grew from a unit price contract to the $225,000,000 fixed price contract. 

He was sure the agents were probably very active during this stage of the INTS 
contract, but that they were not active there now. He stated that he had never 
seen any of these agents, thus he could not Imagine what they might be doing now 
to have earned their money. We stated we had heardthem defined, some¬ 
times as expediters, but he said with respect to the INTS contract in Iran, they 
are not acting in this capacity. Again he stated that he had been told recently 

of the Siemens payments, and he assumed that they were made for the benefit of the 

consortium. He stated that he would imagine that Jeff Kitchen would have to be 
the most knowledgeable with respect to these agency payments. He would assume 
that has been more or less his responsibility. He also said that perhaps Jack 
Campbell might have information in this regard. He went on to state that he 
had been personally associated with one payment in 1973. I asked if this was 
to the Prince, he said he did not know who the recipient was, only-that it was 

discussed at a consortium meeting and agreed that the payment was owing and 

should be made. Thus he sent a cable to Northrop or Page asking them to advance 
the monies to the consortium bank account from which the payment was to be made. 

He stated Kitchen had asked him if it was O.K. to make the payment, but that he 
did not know why it was due just that it appeared to be an agreement entered into 
prior to his tenure. He stated he did think this was all the payments that were 
due on the contracts, when I asked him about the apparent withhold on the Siemens* 
portion and the half a percent that has not as yet been spent, he stated he had 
no knowledge of this and that it somewhat surprised him. 



He stated that the consortium members had been discussing somewhat 
whether or not the $60,000,000 added value on Page meant that perhaps Page 
should be sharing more costs. The thrust of his discussions had to do with 
the general overhead type costs of the consortium, and in response to a question 
he stated that he assumed they were discussing these fees on a perspective basis - . 
not with respect to prior amounts which might have already been paid and settled 
under the old sharing percentage. In response to a question as to whether this 
included the agency fee, he said he really did not know what the agreement was 
on the agency fees, he just knew that they had been shared on trha seme percentage 
in the past. He stated that fees had never been discussed in his presence with 
respect to the current sharing discussions. We asked about his contact with 
Ed Steggman, and he said he had been there on numerous occasions, and was in 
fact very much aware of the contract terms, etc. He says any time he has a 
question as to the consortium or the contract, he calls upon Steggman. Hp* stated 
that he realized they must have in-country legal assistance, thus a Jim ^Gardner 
was hired through the efforts of Gore and sent to work full time in Iran^ I 
asked if he knew Aghayan. He said that yes he did, and that Aghayan performed 
many in-country legal services. Aghayan would then interface with Jim Gardner. 

He stated Aghayan was highly regarded and a very influential person in Iran. 

He would believe his best services are through his contacts rather than his legal 
actions. He did state however that Aghayan had ai’foM assistant who worked full 
time on Page matters. These matters basically have to do apparently with sub¬ 
contract disputes, small legal disputes in-country, etc. He stated that Aghayan 
had never been in a prime contract relationship on the INTS contract. He said 
also that Aghayan acted somewhat as a mediator on any questions that Whinney- 
Murray E6E might raise during the course of an audit. He stated Aghayan does 
have a contract through Corporate office, and that fees are reviewed and agreed 
to periodically - probably on an annual basis. — 

We discussed certain lump sum payments that we had observed going to 
Aghayan. Miller stated that he learned upon arrival, that in fact Aghayan had 
been making certain types of payments, that he didn't know to whom, but that he 
implied it was to government employees. He said he felt this practice very dis¬ 
tasteful, and attempted to put a stop to it. He said he would not make any pay¬ 
ments to Aghayan for some two or three months after his arrival - he kept putting 
him off - but finally agreed to make one more payment which would be the last. 

He stated that he would assume this payment would have been in late 1972, and 
he would guess the amount to be in the neighborhood of $15,000 (I mentioned to 
him that we had seen two payments that we were aware of, one for $50,000 and 
one for $16,000). As stated, he was only familiar*with the one, and apparently 
this would be the $16,000 item set forth above. He again stated that he presumed 
it was going to government employees, but that he really didn't want to know 
the specifics, and was just told by his subordinates that it had to be done. 

He stated that Aghayan does perform many very valuable services in Iran, and he 
is compensated normally on a level of effort. He stated that based on a recent 
review of his, he has recommended that the Aghayan contract be increased - he 
would assume there has been at least two increases since his arrival in Iran.' 

(See later in this memo for additional discussions on Aghayan with respect to 
certain payments from the Miller cash fund.) 

To wrap up the discussion on INTS, some general discussions ensued with 
respect to Miller's feeling on the ultimate disposition of the INTS contract. 
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He stated he was not too aware as to any major problems being Incurred by any 
other members of the consortium, although Nippon may have some basis of clain 
Inasmuch as they have been held up along with Page since certain of their work 
is Interrelated, He believes Siemens and Cencral Electric were pretty well 
taken care of because they just delivered equipment, received their monies 
under letters of credit, etc. He stated that the job will be pretty well done 
by December *74, although there will be some 20 or 25 sites of a prbblem nature 
which will carry over Into the first three months of 1975. Following that there 
will be minimal operations for a period of time ranging for a period of six to 
twelve months, thus that by late 1975 all work will be really done. He said that 
they will start prior to then, but will consummate he believes shortly after 
the completion of the work the final contract negotiations. He is convinced that 
these negotiations will be fruitful, in that they are doing good work thus the 
Iranians will have the system they want. Page will be able to prove they spent 
their money accordingly, Page will own up to certain errors and agree to absorb 
part of the overrun thus take a very small fee, but that everybody will come out 
in the end. He is convinced that thefts way of not addressing themselves to these 
'problems until the end will work out in the long run. He gave us a brief description 
as to what the INTS contract will cover, it basically linking some 56 major, cities 
In Iran together under a telephone and TV network. This network also has some 
military or defense applications; although it is basically commerlcal in nature. 

These 56 cities comprise the population of approximately 8 million out of a-31 
million total Iranian population. Apparently the long range plans of the Shah 
are to later add this telephone system into the smaller villages and hamlets in 
order that the total country will be linked together. In response to a question 
as to whether or not Page will participate in this work, Miller says only on their 
terms. He stated that knowing what they know, their price will have to be very 
high to guarantee a profit - thus probably they will be underbid by someone who 
is anxious to get into the country and establish a threshold. In other words. 


Page has somewhat learned^ their lesson_and will rely upon^^this e xperien ce in 
future biddings-<The sequence of events in the event that negotiations aren t T“*\ 
"/fruitfui will be arbitration in Paris, and Miller is certain that the Iranian J 
(^government will not^cr resort to this. __ „ ' 


We asked if Miller had ever met Kira Roosevelt, he stated yes, and that 
Kim was a very influential person in country. He stated he came into the country 
perhaps two or three times since Miller has been there, usually made his rounds 
talking to his friends and acquaintances. He would then report back to Miller 
giving him a rundown on current discussions in the* government, present feelings, 
etc. Miller stated he never really went with Roosevelt when he made these various 
trips, but that Roosevelt very often accompanied Jones in his visits in country. 
Miller went on to state that Jones had only been in Iran approximately two or 
three times* in the past couple of years, as far as he is aware. 


We asked if Miller had ever heard of Aviation Technical Services or 
Economic and Development Corp. He replied that he had not heard_of either. In 
response to further questions. Miller stated he had never heard of DeFrancis or 
V&isbrod. With respect to Savy, Miller said he first heard the name Savy approx¬ 
imately 3 weeks or so ago from George Gore. He stated he had not seen an article 
which had apparently been in the paper disclosing the name Savy - but he had 
certainly heard about him internally within the past couple of weeks. 
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Our discussions then turned to the $30,000 cash fund that Miller 
maintained in Iran - as set forth in detail in his earlier Questionnaire. _ 

Miller stated that upon his arrival, he found out that certain types of snail 
payments were being made, he understands basically these were covered through 
the use of phony expense reports, claiming the services were for marketing 
efforts. He said he did not like this, but that soon became convinced that 
certain of these payments had to be made, thus he and Pope decided to bring 
some funds in to be used for this purpose. He stated they wanted the money 
to originate outside of the government so there would be no tracks in the country 
as to its origination. He thus asked for $30,000 and he himself carried the 
cash into Iran. In response to a question as to whether or not he knew carrying 
the cash in was illegal, Miller replied that he has subsequently found out that 
..it was, but that he did not know it was illegal at the time. As to how they 
arrived at $30,000, Miller said it was just a wild guess - he knew they needed 
something but did not know how much. He went on to state that he thought Pope 
had come up with the $30,000 estimate, but that clearly it was just a wild guess 
on the front end. He went on to state that once he got the monies in country, 
he adopted a much harder stand, and attempted to not make any more payments that 
were not absolutely necessary, thus some amounts were in fact left over and were 
returned to the treasury. 

We then discussed each of the various disbursements made from the funds, 
as set forth in our Questionnaire copy. I have made notations on the copies con¬ 
tained in the file with the Questionnaire, generally describing what the disbursement 
was for, who the signatures were for approval, etc. I will not go into any detail*/ 
along those disbursements in this memo, with the exception of the larger payment 
which we discussed in considerable detail. This had to do with some $8,800 (two 
at $4,400 each) made to satisfy some tax liabilities. Miller stated that this 
came about as follows. He stated he was informed by Whinney Murray E&E, apparently 
during the course of an audit, that they had discovered that INTS had a tax liability 
owing. Whinney Murray apparently went on to state that they had been in contact 
with the taxing authorities and had been told by such authorities, that they would 
accept a settlement of some 50X of the liability. This 50% was to be paid in 
two pieces - 25X to the taxing authority and 25X under the table to the government 
officials involved. Thus It was really somewhat of a blackmail. Miller stated 
he got Aghayan involved in these discussions, and he in fact asked Whinney Murray 
what would happen if he called and reported this to the tax officials* superiors, 
they stated that about all that would happen would be that this person involved 
yould be transferred to another office, but that it was pretty well a way of life 
at the tax assessors office. Miller stated he.then asked what they would recommend 
or what other companies did, and the answer he received was that probably 75X of 
the American companies would Just pay this settlement and be done with it. In 
response to a question as to what this tax really was for, Miller was not exactly 
sure, apparently it was some sort of a local tax o/ some fashion. Regardless, he 
then chose to go ahead and accept the settlement offer, thus as the two installments 
of the tax were paid in April 1973, a corresponding amount was paid in cash out 
of the funds that he held - such cash going to the collectors involved. 

I mentioned to Miller that we had observed that he received an even 
$15,000 in mid-1972, the voucher saying that it was for reimbursement for moving 
' expenses. Miller said that was exactly what that expenditure was for, and in 
repsonse to my question stated definitely no, it was not to generate an additional 
cash fund to be used in country. As to the use of cash in country, Miller stated 
that he definitely would not try to get cash into the country the way he had the 
first time, and that he found the whole operation very distasteful, thus attempted 
to squelch this type of activity as best ha could. He did go on to state that 
cash is a very much used media of exchange in the country, Inasmuch as it is Illegal 
in Iran apparently to mail cash, and it is also very difficult to cash a check 



at a bank. Thus very often they pay many types of expenses in cash in the normal 
course of the dally operations. He stated for example that there was probably 
some million dollars in petty cash funds scattered around Iran on behalf of 
INTS. 


Our closing discussions then discussed again briefly the question 6f 
agent payments in Iran. Again Miller stated how he did not likq^principle, but 
felt it would be a long time disappearing. He stated that he did feel that the 
Shah was anxious to clean up some of this, as evidenced by some of his recent 
decisions in this regard. He referred to the recent (approximately the last 
year) decision by the Shah that his government officials could not work for the 
government and maintain an agency business. He stated that he knew at least one 
high government official had resigned when this proclamation came out, apparently 
because he could make much more in his agency business than he could in his gov¬ 
ernment role. But he said it is so bad in the country, he has even heard rumours 
that the Prime Minister actually did work for RCA - who was the chief competitor 
for the INTS contract against Page. Perhaps this was the reason why the Prime 
Minister was so much against Page’s work on INTS, maybe thinking that had RCA 
got it he would have received substantial fees in the process. Regardless, Miller 
thinks that the agency fee is a very important part of their society in Iran. 

With that the meeting adjourned at approximately £:45 P* m * 
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NORTHROP CORPORATION 

AUGUST 6 1974 INTERVIEW OF JOHN B. (JACK) CAMPBELL 
NORTHROP CORPORATE CONTROLLER 


1. Pursuant to the special investigatory program-being followed 
by Ernst & Ernst (E & E) with assistance from Price Waterhouse & Co. 
(PW & Co.) (as set forth in their respective engagement letters dated 
June 10, 1974 to Mr. Clair L. Peck, Jr., Chairman of the Northrop 
Corporation Audit Committee) an interview was held on August 6, 1974 
with John B. (Jack) Campbell (J3C), Corporate Controller, to obtain 
additional information with respect to circumstances, transactions 
and exhibits included in JBC's narration submitted to E & E. Those 
present during the interview were E. Raymond Crim (ERC), Partner, 

E & E, Michael Klein (MK), Partner, Wilmer, Cutler & Pickering, and 
Michael H. Francisco (MHF), Audit Manager, PW & Co. 

2. Prior to the interview, ERC, MK and MHF briefly discussed 
which matters should be included in the interview. As in previous 
interviews, ERC would participate as the primary interrogator, but 
encouraged any questions from MK and MHF. 

3* The following memorandum constitutes a summarization of 
the notes prepared by MHF during the approximately 4-1/2 hour inter¬ 
view which began at 9:45 a.m. and ended at 3:45 p.m. in ERC*s private 
office at the Northrop corporate headquarters in Century City, 
California: 

4, The interview began with discussions concerning the Iranian 
"INTS" contract undertaken by Page Communicattons Engineers (Page), a 
wholly-owned subsidiary of Northrop. JBC opened the discussion by 
summarizing his Northrop background which included 13 years in various 
financial and accounting capacities at Page where he had ultimately 
been appointed Vice President of Finance. In September of 1972, JBC 
was promoted to Northrop Corporate Controller. Thus, JBC occupied 
positions where he had the opportunity to obtain information on the 
"INTS" contract. JBC stated that he had on occasion visited Iran as 
part of his responsibilities. 
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5. As background, JBC indicated that prior to the "INIS'* 
contract, Page had been in Iran for several years and had achieved 
considerable success with an earth satellite communication system 
which substantially improved the long-distance telephone communica¬ 
tions in Iran. Page's chief competitors were General Telephone of 
Italy (Gen Tel), Nippon of Japan (Nippon) and Siemens of Switzerland. 
When the concept of the military and civil communications network was 
initially formed, the representatives of all four companies decided 
to band together as GNPS (Gen Tel, Nippon, Page and Siemins) to pro¬ 
pose on the work. 

6. Various modes of operation were considered, e.g., partner¬ 
ship, joint venture etc. and the consortium approach was chosen. The 
consortium is not a legal entity; therefore, each member does business 
directly with the Iranian government. Under the contract which is 
now referred to as "INTS" - Integrated National Telecommunications 
System, each member contributed the following: 

Gen Tel - radio transmitters and receivers, but no 
installation 

Nippon - radio transmitters and receivers including 
installation 

Siemens - some radio, all power generators plus 
installation 

Page - primarily provided the towers, performed 

civil work such as roads, ran a training 
school, maintained and operated system, 
installed the Siemens and Gen Tel equip¬ 
ment, plus miscellaneous equipment, pro¬ 
vided administrative support to other 
members. 

Page's portion of the consortium is approximately 60%. The contract 
initially was valued at $120,000,000 and increased to $275,000,000. 
Subsequently, the size of the contract was reduced to roundly 
$225,000,000 (as of December 1972). 

7. Before discussing the agent's commission on "INTS", the 
conversation turned to the concept of commissions in general. JBC 
stated that commissions are a normal cost of business throughout 
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the world. For example, a commission was paid to Prince Charam in 
connection with the Earth-Satellite cpntract. In exchange, the 
Prince provided marketing information. ERC asked why a commission 
was necessary. For example, the Japanese usually do not pay com¬ 
missions in the U.S. (although, they might need the services of a 
public relations firm). JBC stated that commissions are necessary 
in Iran and further stated that Nippon undoubtedly also paid com¬ 
missions in Iran. 

8. Then ERC outlined a similar example of business commission 
requirements in the U.S. ERC stated that in New York City it is 
well known that graft and bribes are an integrated part of n doing 
business” in the construction industry. At the opposite end of the 
scale, no graft is paid in Atlanta, Georgia where it is considered 
inappropriate. 

9. MHF then conmented that the purpose of our questions is 
nof to specifically judge the necessity of commission payments, but 
rather to determine how, why and what the funds were used for. JBC 
then stated that in the case of GNPS,'the executive committee decided 
that it was acceptable to pay a total of 5% of the contract price to 
obtain financing, political information and technological information. 
JBC stated that Jeff Kitchen was assigned the responsibility of 
assessing what percentage would be acceptable in order to be success¬ 
ful in obtaining and completing the contract. Although JBC did not 
know how the entire 57* was spent, 27, went ho Dunrees and 1/27 went to 
Prince Charam. To the best of JBC*s recollection, the remainder was 
paid to a Swiss numbered bank account presumably belonging to Siemens. 

10. JBC stated that the 2-1/2% (Dunr££s~ and Charam payments) 
were documented but the Siemens payment was not. Therefore, when 
the corporate tax department incorporated the Page tax information 
in the corporate return, it was decided that the $500,000 in 1971 
should be claimed as an income tax deduction and therefore included 
in Schedule M. Specifically, Howard Rath, who was conservatively 
Inclined, apparently made this decision. The total amounts shown 
on Schedule M were $1,200,000 which represented 607c of $2,000,000 
ultimately contributed by the consortium. 
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11. ERC then asked, "What do you suspect with the use of the 
tnoney? Was this money spent to pay somebody in the New York sense 
or the Atlanta sense?'* 

12. JBC stated, **I asked what the money was used for, but they 
wouldn't tell me how it was spent and I don't know how it was spent." 

13. MK then commented, "Do people just sit around and surmise 
with smiles on their faces when this type of payment is discussed?" 

14. JBC, "I really don't know, but I suppose that might occur." 

15. MK asked, "Did the Board (of Directors) approve the "INTS" 
undertaking?" 

i 

16. JBC answered, "No, the Board does not know." 

17. The conversation then touched on several background matters. 
JBC stated that the interviewers have to keep in mind that the proposal 
takes years to negotiate. As a matter of fact, at the last minute 

the consortium had to promise to make a $100,000 payment-to an Iranian 
school before-the contract was signed. 

18. MHF then commented as to whether the Company had received 
value for the commission of say $2,000,000 since this is a very large 
amount. JBC stated that really the amounts involved were 5% of 
$225,000,000 or roundly $12,000,000. However, he couldn't measure 
whether they had received value, but, "they did get the contract." 

19. Then JBC stated that there is a new contract in Lybia 
called "LADS" - "Lybia Air Defense System" which more than likely 
will involve a larger amount of money than "INTS". Thus, even with 
hindsight on "INTS", the Company is going to get involved with a large 
commission again. 

' 20. Getting back to "INTS" for a moment, JBC stated that to the 
best of his knowledge none of the signers on the numbered Swiss bank 
account were Page individuals. However, it was later learned that (?) 
Hughes (a Page employee) is a signatory on the consortium bank account. 

21. ERC asked, "Why did Siemens decide to use a numbered Swiss 
bank account?" 

22. JBC stated, "I don't know, but I guess to protect the 
secrecy of transactions," 



813 




CONFIDENTIAL 


23. ERC stated that In connection with the Schedule M questions, 
Gordon Stine, E & E tax partner assigned to Northrop, was "unclear 
with respect to the deductions." JBC stated that the corporate re¬ 
turns are "open" for 1964 to the present. The IRS is expected to 
issue a letter very soon closing all years through 1970. However, 

he doesn't think the IRS evaluated the Savy and DeFrancis transactions 
in their audit work. Consequently, it is not improbable that the 
IRS will certainly review the consultant fees before clearing the 
open years as a result of the publicity given to the Northrop situation. 

24. The questioning by ERC next turned to a discussion of the 
$30,000 paid to Mr. Ross Miller, Group Vice President in charge of 
Hallicrafters, Page and the electronics group. According to JBC, the 
money was used for "in-country expenses" in connection with the "INTS" 
contract. The documentation for this expense has been included as 
Exhibit C to JBC's narration. ERC asked JBC to expand on what con¬ 
stituted "in-country expenses". JBC indicated that the in-country 
expenses he assumed were used to expedite vouchers. For example, 

JBC indicated that it might take as many as 56 names in order to get 
a voucher processed. 

25. The conversation then turned to why it was necessary to 
have 56 people, for example, approve a voucher. JBC stated that 
it is known that threats are made in the very high levels of the 
government on the safety of an individual who would "erroneously" 
approve completion of the work when, in fact, it did not meet every 
technical requirement. It is rumored that a general in Iran stated 
that you and your family will go to jail if the technical requirements 
are not met in every detail. With this kind of an attitude, it is 

no wonder that individuals will be very reluctant to take the responsi¬ 
bility for approving payments, JBC commented. 

26. JBC stated that the background on this particular payment 
was that Ross Miller was sent to Iran by Corporate to "straighten 
out" the contract problems encountered by the Company. According to 
JBC, he did a very fine job and, on occasion, would return to the 
United States to discuss and resolve the problems that he had encounters* 
and on a particular trip in December 1972, Ross Miller informed JBC 
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that he needed $30,000. Because JBC was familiar with the Iranian 
problems, because of his prior experience at Page, he approved the 
expenditure. A check was drawn to Northrop Corporation on December 22, 
1972 on the Wells Fargo Bank Account. The money was obtained in cash 
In 100 and 50 dollar bills. As It turns out, all of the funds were 
not used and an imprest account was ultimately set up in the amount 
of $18,752. For accounting purposes, the $30,000 was shown as a 
direct cost charged through the intercompany account to Page. In 
addition, JBC Informed us that the $30,000 was shown as a Schedule M 
item which was not deducted in the Company's 1972 tax return. 

27. ERC asked, "Do you know of any other disbursements like 
the $30,000?" 

28. JBC answered, "No." 

29. The conversation then turned to William Savy and his con* 
suiting arrangements with Northrop. ERC opened the questioning by 
asking JBC, "Do you know Savy?" 

30. JBC responded, "I didn't know the name until Just recently. 

It does not come under my responsibilities. Walter Nighklrk, Director 
of International Finance and Administration who has duties which 
might be comparable to the cashier, reports directly to James Willson. 
Nighklrk handled the disbursements with respect to Savy." 

31. ERC, "Is this an acceptable procedure?" 

32. JBC replied, "Well, I think accounting should have more 
control." 

33. ERC asked, "Do you consider Euradvice and .Savy to be one 
and the same?" 

34. JBC responded, "Euradvice, Savy and Wilcox Electric, 
as far as I'm concerned, are pne and the same." 
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As a matter of fact, yre have an affidavit given to the DCAA with 
respect to the legitimacy of Savy and his companies. 

35. ERC asked whether or not that affidavit was the same one 
given to the IRS. 

36. JBC responded, "I'm not sure whether or not a copy was 
given to the IRS, but It Is possible." 

37. The conversation then touched briefly on the background 
prior to JBC's taking over the responsibilities of corporate control. 
JBC indicated that prior to his arrival, A1 Johns had been Director 
of Accounting and Walter Nlghkirk had disbursements responsibilities. 
Consequently, the job descriptions and assignments were probably the 
cause for Nlghkirk retaining the disbursement responsibilities with 
respect to the Savy payments. Note; In the afternoon conversations, 
this matter was more fully discussed and see the comments later in 
this memorandum regarding the clarification of this. 

38. ERC asked whether or not the additional $120,000 paid Savy 
or his companies would show up in Jones 1 budget since the company is 
very budget conscious and any expenditures not budgeted have to be 
approved. JBC indicated that the extra amounts paid to Savy probably 
would show up as a variance in Jones' budget. 

39. ERC, "Do you know anything at all about the money coming 
back?" 

40. JBC responded that he "could not make it reconcile". JBC 
indicated that he doesn't know whether all of the money was returned. 
ERC then quoted from a copy of the 10K which presumably stated that 
$144,000 had been received by a European consultant. The $144,000 
was not detailed in the 10K, but it was comprised of $30,000 in cash 
at yearend plus $64,000 cash at yearend plus a $50,000 payment made 
by Jones. ^The $6,000 making up the balance of the $150,000 had not 
been traced at this particular time. 

41. MHF asked what information did Jim Willson give Jack 
Campbell with respect to the yearend return of cash funds from Savy. 
The question arises, according to MNF, because in Exhibit K to JBC's 
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narration there is h note on on interoffice memorandum dated January 10, 
1973 which deals with the cash in transit "I would like the attached 
check, which is dated December 29, 19*72, to be recorded as a transaction 
In 1972, with the cash being treated as in transit. This amount will 
constitute a reduction In expenses for last year". J. D. Willson. 

At the bottom there is a note to Jack Campbell. "Please see me for 
details." J. D. W. 

42. JBC stated that the explanation had to do with the accounting 
treatment for the $94,000. The conversation did not focus on what 
caused the refund and it did not occur to JBC to ask about the refund. 

43. ERC asked, "Why didn’t you question it?" 

.JM. JBC responded, "There was nothing suspicious." 

45. The conversation then turned to a $16,000 payment made to 
Chatline Aghayan. This question was asked by ERC, or this matter was 
raised by ERC because it Is included as Exhibit A to JBC's narration. 

The check was made payable on January 5, 1973. ERC asked, "Why did 
you include this check as a matter to be included in our investigation?" 

^ 46. JBC stated that the check was included because the question¬ 

naire given to JBC asked about any unusual payments. JBC stated that 
this was unusual because It had to do with the INTS contract. In 
addition, It occurred at about the same time of the $30,000 payment 
and there was no invoice for the amount. 

47. ERC asked, "Well, what makes it unusual?" 

48. JBC responded, "Well, it really isn't unusual. It's a 
retainer paid by the Corporate office and other sums had been paid 
by Northrop from Washington and in Iran to Dr. Aghayan. JBC stated 
that they had several labor relations problems and other legal pro¬ 
blems on the ,4 iNTS" contract and consequently, the services of 

Dr, Aghayan were used to rectify the situation. There was no other 
reason given for the payment being listed as Exhibit A. However, it 
should be noted that the costs were transferred through the intercompany 
account to Page and are not included as legal fees at the Corporate 
office. 
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49. At this point, the Interview was adjourned until after 
lunch. Before JBC returned from his lunch to continue the interview, 

ERC, MK and MHF discussed the results of the interview so far. ERC 
was particularly interested in why JBC had included the $16,000 as 
Exhibit A, the first Exhibit to his narration. MHF was interested 
in knowing more about the $1,200,000 in payments to Siemens and why 
JBC approved the payment of the $1,200,000 when there was no documentatior 

^ 50. The interview continued after lunch with the first issue 

being discussed relating to the $16,000 to Dr. Aghayan. Basically, 

JBC reiterated his comments just before lunch that he included it 
because Ross Miller had asked that a check be drawn to Aghayan because 
the company owed him money. It was unusual because it was made by 
the Corporate office rather than by Page itself. 

51. ERC asked, "Well, what is your policy on invoices? There 
was no invoice on this particular disbursement." 

52. JBC, 'Veil, we don't get invoices on the consultants." 

53. ERC, 'Veil, you have a Corporate policy, don’t you?" 

54. JBC, "Normally, there is an invoice, but in certain 
instances there are not. We don't get invoices on consultants." 

55. ERC, "As a matter of practice, don't you think you should 
have invoices?" JBC, "Sure, but in certain instances, we don't. 

I approved the payment because I know Dr. Aghayan is a hard working 
guy and I know him personally. He happens to be a good friend of the 
Prime Minister." 

56. MK, "Would you describe Dr. Aghayan as an expediter?" 

57. JBC, "Yes." 

58. MK, "Could he be a New York type of expediter?" 

59. JBC, "I don't know for a fact." 

60. The conversation then went back to the $1,200,000 payment 
to Siemens in connection with the "INTS" contract. ERC again asked 
JBC whether he knew what the money was used for, and wasn't it unusual 
that there was no documentation for this payment. 
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61. JBC, ''Yes,- it is unusual but it was approved by Jeff 
Kitchen." 

62. MK, 'Veil, would you make a $1,200,000 disbursement if 
Jones had asked for it?" 

63. JBC, "Yes." 

64. At this point MK asked JBC to describe the steps that 
a controller normally would take before approving a commission 
payment. 

65. JBC stated that there are probably four procedures that 
a controller would look to before approving the disbursement. 

(1) Is the transaction in accordance with the Northrop policies 
and procedures? (2) Does the transaction have proper approvals? 

(3) Does the transaction have proper documentation? (4) Is the 
transaction (the expense) deductible for income tax purposes, or 
what are the income tax considerations surrounding the transaction? 

66. JBC also stated that if the transaction had to do with 

a government contract, the account distribution and overhead alloca- 
bllity and allowability would also be factors to be considered by 
the controller. 

67. MK then asked JBC to apply the four elements described 
to the $1,200,000 worth of payments made to Siemens. 

68. JBC replied that essentially that particular transaction 
really meets one of the criteria and that is the second one with 
respect to the proper approval. 

69. MK then asked JBC to describe who had approved the payments. 

70. JBC stated that at the time, Jeff Kitchen ? Wahlschmidt, 
President of Page, had approved the transaction and therefore since 
Kitchen was designated as the person entirely responsible for the 
contract in Iran, this constituted satisfactory approval. JBC also 
stated that he wrote a letter to Siemens asking what Siemens had done 
with the money, but to the best of his knowledge, Siemens never replied. 



819 


CONFIDENTIAL 


71. At this point, ERC described the Siemens transaction and 
the Savy transaction as ones which did not have documentation, and 
why did the company deduct the Savy payment and did not deduct the 
Siemens payment. "What is the difference? Savy was approved by 
Jones and Siemens was approved by Kitchen." 

72. JBC responded that the Savy payments were deductible 
because they had been doing business with Savy for a long time and 
he was providing presumably marketing j.nformation, however, in the 
Siemens transaction they had no idea who the money went to and what 
it was used for. JBC said that he had heard it rumored that part 
of the money was used to "get the contract", but that he had no 
substantiation on this matter and it was just a matter of conjecture. 

73. MK then asked, "What is the justification for this other 
than, I was told to do it?" 

74. JBC, "Not a hell of alot." 

75. MK then asked, "Well what would you want a controller to 
do in this situation?" 

76. JBC responded that this type of transaction should be 
raised with the person’s superior and in the case of Northrop a risk 
memo should be followed. With respect to the second part of the 
$1,200,000, JBC Indicated that there was an agreement with the consortium 
and he thinks that George Gore has a copy of it. 

77. ERC asked that JBC obtain his files from Washington, D.C. 
and to please write a memorandum discussing his understanding of 
the Siemens matter, specifically, the memorandum should discuss the 
amount involved, the authority for disbursement, who approved the 
memorandum, who approved the payment, why the payment was listed on 
Schedule M and not taken as a deduction for income tax purposes, and 
why there was not any documentation. JBC stated that he would write 
the memorandum as soon as practicable. 
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-78. ERC then directed the discussion to the Interocean Salvage 
payment made by Northrop Airport Development Corp. (NADC) which is 
included as Exhibit B to JBC's narration. ERC asked who is Giorgio 
Berlingieri? 

79. JBC replied, "I don't know. 1 ' JBC stated that Mr. Willson 
and Mr. Gore were in Bangkok and he had received a telex from Glen 
Ward and Abe Moses stating that it was time to pay the $500,000, and 
so he made out a check to Giorgio Berlingieri for $500,000 and in . 
accordance with Paragraph 3 (i) of Addendum 2 with Interocean Salvage 
Corporation-and, furthermore, JBC stated that Lloyd knew about and 
approved the payment. 

81. MK asked, "Why is this payment on the list?" 

82. "Well, it falls under the unusual type of expenditure 
because a large amount of money was paid before any of the work 
had really started. However, to the best of JBC's recollection. 
Interocean Salvage was to b' paid when the franchise for the Bangkok 
Airport was awarded to Nortac and, in fact, that had happened and 
therefore they were entitled to their money. Of course, after they 
did get the contract, the company decided that they did not want 

to continue in this field and therefore gave up the contract. JBC 
stated that he had even asked Gore if this payment should be con¬ 
sidered a deduction for income tax purposes and according to JBC, 

Gore replied that it should. 

83. For accounting purposes, the payment was transferred to 
the books of NADC through an intercompany account and then NADC 
tried to transfer it back to Corporate. However, it is recorded on 
the NADC books. 

84. JBC then elaborated a little more about why NADC had 
decided not to continue with the contract and stated that there 
was political unrest, that they were not able to get the financing 
and that it was at the time of the energy crisis. In this regard 
approximately $80,000,000 was going to be needed from outside financing 

85. ERC asked, "Isn't it unusual to abandon a project?" 
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86. JBC, "No." 

87. The conversation then turned to the Savy payment arrangements 
MK asked why again is the Savy payment made outside of your shop? 

88. JBC, "I don't know, but Waldo Nighkirk was in charge of 
the Savy arrangement because it involved a bank transfer and that's 
Nighkirk f s responsibility. Any disbursements made by check are under 
the responsibility of JBC. Savy is the only individual paid by bank 
transfer." 

89. At this point, the interview was completed and it was 
agreed that MHF would give ERC a copy of his notes as soon as possible. 


M.H. Francisco 
August 7, 1974 
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NORTHROP CORPORATION 
Interview with Joe Waldschaltt 


See Ton Rollinger's aeno for specifics as to the Interview with Waldschmitt 
on August 9, 1974. His memo contains specifics as to participants, etc. The purpose 
of my memo will be to just expand somewhat on ay observations from this meeting, to 
sac forth for the file certain things I deem to be of particular significance or im¬ 
portance. 

Waldschmitt first was asked to give us a rundown as to what his involvement 
in the l.N.T.S. contract was. He proceeded to do this In quite good order, his coa¬ 
ments being expanded upon periodically by Ed Stegeaann of V 4 M. Following this 
overview many questions were asked by E&E and PW with respect to the l.N.T.S. agency 
payments. Waldschmitt stated he knew very little with respect to the detail behind 
these payments, and he more or less felt that Jeff Kitchen of Northrop was perhaps 
the most Instrumental in these payments. He stated that Page had looked quite heavily 
to the role that Kitchen played in these payments, and that among other things, It 
was Kitchen who came to Page and more or less decided the timing on the payment of the 
fees. As a matter of fact, Waldschmitt stated that they were upset at the timing of 
certain of these payments, but that they proceeded at Kitchen’s direction. We dis¬ 
cussed fully the mechanics of Page's share of these payments, such things as how 
the 60% share was arrived at, certain mechanics with respect to the agents' agreements, 
whether or not more fees will be paid if the contract value is Increased, etc. There 
was also inquiry made as to their knowledge of the establishment of the 5% fees on the 
front end. Also additional questions were raised as to the breakdown of these 5%'s, 
as between the Prince, Siemens, and Denrees. In response to all these questions, 

1 Waldschmitt and Stegomann'a input was much like that earlier obtained from Baker. 

Their joint conclusion was that most of these facts should be set forth in the corres¬ 
pondence, although they doubt there is too much written with respect to the agents' 
fees per se. Stegemann seemed to recall that there were some hand written minutes 
prepared which talked about the 5% agency fees in total. He, nor Mr. Waidschmitt, were 
too clear however, as to what we might find in the files with respect to definite an¬ 
swers on the sharing of these agency fees by each member of the Consortium. In reply 
to certain questions with regard to the Schedule H treatment of the payments made to 
Siemens, both said that they had not agreed with the treatment afforded the transaction 
by the tax department. Insomuch as they felt It was a necessary business expenditure. 

Stegemann was asked if he knew why the Prince Charam agreement was not signed 
by the Prince. He stated that the Prince "signed nothing," thus he did not see this as 
being at all unusual. Stegemann is attempting to secure for us an address for the Prince, 
and among other things, it was discussed as to whether or not he might be able to take 
into Iran a confirmation request for the Prince's signature^) Stegemann does not have 
any observations as to what our success might be in obtaining the Prince's signature 
on such a confirmation. Both Stegemann and Waldschaltt stated they did not know who 
the principals of Denrees were or what the Siemens payments were made for. 

y K&fbs. 

More questions were asked as to Kitchen's role^in the Consortium, we told 
Waldschaltt and Stegemann we have been informed that WaldaiUaflt was not a member of 
the Executive Committee. They affirmed that he was not, however they more or less 
painted hia as a de facto member of the Consortiua, and In their words was more or less 
the orchestra leader on the INTS project. 

For the remainder of the specifics discussed in the interview, reference is 
again made to Rollinger's memo. 

At ■ • .* f. t ‘*t l •!*> ft* ^ 7" ^ 
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HEMORANDUH OF TOE HEETING WITH HR. WILLSON AUGUST >. 197* 

The meeting began at approximately 9:00 a.a. and Included Crln, DeVos, 
Klein, and Willson. 

The first natter ve got Into was the payment of the $108,150 by Jonea 
to Savy. I asked Mr. Willson If he knew of any reason why the $8,150 of Interest 
was paid to Savy since, based on explanations of the transactions given to us by 
Jones qnd others, Savy was never without the use of his funds except perhaps for 
a few days between the dates he returned the $94,000 to Northrop and the 4ate of 
Jones 9 payment of $108,150 to Savy. Mr. Willson said that he knew of no reason 
for paying the $8,150 interest. 

In addition Mr. Willson said that he knew of no way that ve could be sat¬ 
isfied that Northrop was repaid the $100,000 Nixon contribution which Jones and 
Northrop plead were made from Northrop funds. We discussed this at length, and 
Willson agreed that an accounting from Savy would be a necessary Ingredient to be¬ 
coming satisfied that Northrop had been repaid. 1 pointed out to Mr. Willson that 
my concern over this stemmed from the fsct that ve had bean asked by the Board (la 
the April 29, 1974 resolutions) to determine that Northrop had been reimbursed for 
all costs and expenses relating to this transaction (In addition to the $50,000 
Kalabach contribution to the Nixon campaign). I also pointed out that we were con¬ 
cerned Insofar as any explanation might be given In a filing with the SEC. Our 
position would be brought directly into focus if the E6E opinion were required in 

the eame filing. This would be In addition to any other objection ve might want to 

/ 

make. " 

The next matter discussed was the I NTS payments. Mr. Willson said he 
knew very little about this since Northrop was quite decentralised. Be said that 
Waldschmltt was the "key man.** 
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Willson meeting 8/9/74 -2- 

Hr* Willson said that they talked with the O'Melveny & Meyers firm 
about this problem. He said that It was on their recommendation that the INTS 
t>&/2ents were included as Schedule M Items. He said that O&M did not want to lose * 
the entire balance of the commission payments on the INTS contract because of 
the problems relating to these Siemens payments. Apparently there was approximately 
four and one half million dollars of Northrop funds Involved in the commissions 
; deduction for tax purposes on the INTS project In addition to the Siemens amounts* 

Be used the phrase "they did not want the entire commission lost in the noise level" 
raised by the Siemens payments. These other commission payments involved those to 
Decrees et Equipments* S.A. ("Decrees"), and certain other payments to Prince Charam 
Pahlavl. . 

During the discussion Mr. Willson made reference to the fact that ha 
heard that a Mr. Jablonskl had taken cash to Switzerland and had passed It out in 
a hotel room. Note* this is the same comment which was by Mr. Rath and also ack¬ 
nowledged by Mr. Campbell as something he had likewise heard. I should add that 
since the meeting with Mr. Willson 1 had occasion to talk with Mr. Gore briefly and 
he said that was the understanding he had regarding these Siemens payments, J,.e. # 
that Jablonskl had taken the money over in a brown bag and handed it out In a Swiss 
hotel room. 

(Note - the amounts involved as shown by Mr. Willson's Narration, were 
$618,560 for the year ended July 31, 1970 and$515,669 for the year ended July 31, 1971). 

In talking about the INTS deal, Mr. Willson said that It was currently, 
considered a "not profit - no loss deal." He said there had been a significant 
cost overrun and there had been a sixty million dollar additional billings. Ha 
pointed out that currently Northrop was booking the transaction at no profit and 
that E&E had qualified Its last opinion because of the uncertainties In the INTS 


situation. 
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Memor/nduth 

Noflhrop Corpor*Hon, Corporal* Olflc# 

1100 Ctnlury Park East, Lot Ang,1#«, CA 90097 


Tc! Thonai V. Jones 
sua'«c<: investigation by Auditors 

Ccpi : Ros* F. Killer 



fM>w: Georgs Gore 

September 27,197< 



At the request of Brut 6 Ernst, we sent letters to Sissons, 
NEC, and GTJUB requesting confirmation of fees paid to agents* 
; A copy of each of th os e letters is encl o s ed* 

This m o rni n g , Ross Miller see notified by tele p hone fro* 
Germany that Siemens cannot and will not make any response 
whatsoever* The telephone call was from a Mr* Koch, acting 
on behalf of Dr. Baser* 

When Mr. Kobayaahi received the letter, he notified Ross 
that he was asking the Senior Vice President, Mr. S* Uematsn, 
to respond* Today, Rosa received the following message from 
Mr. Uematsn* 

•DR. KOBAYASHI PASSED YOUR LETTER OP AUGUST 31ST 
ON TO MB POR REPLY TO YOU* -t- -«“ 

•SINCE WE HAVE NO CONCERN ABOUT THE MATTER YOU 
REFERRED'* TO, WE REGRET THAT WE ARB UNABLE TO 
COMPLY WITH YOUR REQUEST; HOWEVER IP NEED BE, 

I WOULD SUGGEST THAT THIS MATTER BE DISCUSSED 
AT THE FORTHCOMING CEB MEETING AT TEHRAN." 



Georgs Gore, Vice President 
and General Counsel 


GGrrk 


(T 
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GUPS CONSORTIUM 


A Contractual Association of: 

O.T. A £• International Inc* 

Nippon Elaotrlc Co* LtcU 

Pago Co m mun i cations Engineers Inc* 

Siemens Aktlengesellsehaft V 

Tehran, Iran 
December 5, 1969 


SUBJECT: Third Party Sales Expenses for the ”INTS" Project 

TO: — Negotiating Team Leader, Mr* J*C* Kitchen 
PROM: ONPS Consortium, Executive Coasattee 

Each Member Company has Inoiuded within its respective cost 
for implementing‘the project monies equal to five percent of the 
sale price of each company's participation* The sale price Is 
to be without tax. Insurance, and local customs and fees* 

Each Company will make such monies available through the 
Consortium for the payment; of third party sales expenses as 
directed by the Leader of the Negotiating Team* However, no 
money will be made available for payment of the subject expenses: 
prior to receipt of the Initial down payment from the Government 
of Iran and the required. foreign government approvals, of the 
^an/credit agreements* 



Siemens Aktlengesellsehaft 


-77/1- 


EXHIBIT IV-rin 
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, Extract from contract botwaon 

Lfch par tha 6HPS consortium and tt* 

Hie vest Iranian Govomswit. 

or tin « 

Parties. 


own ease, and 
l and expenses 
I equally by the 


In the event of u dispute hereunder, of any typo or nature, the 
Ministry and the Consortium shall nonetheless proceed in,the good 
faith performance of their respective obligations pursuant to 
this Contract, and shall not take any actions relating to tho > 
natters in dispute until adjudicated by the Board of Arbitration ' „\i 
and judicially enforced, if necessary. . ? 


CLAUSE; 26 - CHANCES 


A. The Ministry may, at any time during the performance of tho INTS 

Project, Wilke changes within the general scopo of tho INTS Project 
as such is reflected in tnis Contract and more specifically in its 
Annexes. In addition, tiie Ministry and the Consortium »oy agree, at 
any tine during the term of the contract, to Make changes within the ; 
general scope of the i.VTS Project as such is rofloctcd in this Contra] 
and ir.oro specifically in its ANNEXES. • 

Tho consequences of such changes, as mutually agreed upon by and 4 
between the Ministry and the Consortium, shall be reflected in t-qai.-* * 
table and applicable adjustments which shall thereupon bo made in 
writing, in the Contract price, financing provisions, schedule of 
performance, and any other affected provisions of tho Contract. 

B. . In the event that defects and/or errors arc shown to exist in the 

specifications, bills of material, engineoring data and information, 
site data and information, and tho like, which have been and arc to fcj 
provided to the Consortium by the Ministry pursuant to the terms o: j 
this Contract, an equitable adjustment must thereupon be made in thej 
thus affected provisions of this Contract, and more specifteali> in i, 
ANNEXES, adequately to reflect the costs and the time reasons My ir.- : 
currcd by the Consortium both in previously attempting to eomrly with 
such defective specifications, bills of material, engineering and *i% 
data and information, and the like, as well as in subsequensly ; 

conforming to tho corrected specifications, bills of material, eng:;:; 
ing and site data and information, and the like. • 








* 
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CLAUSE 27 - DLLAY \%h TLMPOKAitt SUSPENSION 01 ? KORK 

A. in tiiu event of delays or of anticipated delays in tho Consortiums 
performance of the IMS Project, the Consortium shall promptly 
notify the Ministry of the delay and of- the reason thorofor, and of 
tho expected duration of the delay. 

B. In ease of an anticipated delay or damage, which is AM tho fault . j 

of tho Consortium, the Ministry will upon notification from the - f 
Consortium, act appropriately to eliminate the causes of the anticl*, L 
pated delay or damage. # • j 

C. Should a delay or damage in the performance of the Contract take » 

place, and the cause of the-delay or damage is not tho responsibility j 
of tho Consortium, as that responsibility is set forth in the Contrzct t 
the Consortium snail be entitled to bo granted by tho Ministry an > 
extension of time und if such should take place within Iran of 
additional compensation for the resultant oxponsos which are nocessitxr 
ted by the delay or damage. The terms and conditions of the applies'?!* - 
Clauses of tnis Contract shall govern thd determination of the extent |*4 

. of such additional time for Contract completion and resultant copper.- ^ 
sii t ion .therefor. • # 

* 

D. Should a delay or damage in tho performance of the Contract take place', 

and the cause of the delay or damage is tho responsibility of the p 
Consortium, as tuat responsibility is sot forth in this Contract, the 
Consortium shall be totally responsible for the correction of the esus} 
for the delay or damage and for the consequences of such delay or disaj 
as such consequences are set forth in this Contract. I 

E. The Consortium must take immediate steps to avert or to minimize or ts; 

counter an anticipated or an actual dolay and/or damago to its porfsrr 
of the INTS Project, no matter what the cause, without awaiting the ac. 
or instructions of the Ministry, or of third parties. Subsequent % i 
adjudication of the causes for the anticipated or actual delay or dirr.i. 
will govern in accordance with the terras of this Contract the compe.fsi, 
tion payable to the Consortium for such efforts. - 


CLAUSE 28 - CONSORTIUM'S LLUAL PROHIBITION ,[ 

• * 

i 

A. The Consortium declares that at the time of signature of this Contract- 
it is not in violation of the provisions of tho Non-intervention Is- „*■' 
. 22 UBY 1357, and should the contrary bo proved to the Ministry the it 

Contract shall be terminated and the requirement of Clause 23, entitle 

& 

w j 


"Termination for Default" shall be followed 


. . 
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B. Should* during the performance of the Tusks* up to the time of 
: Preliminary Acceptance* the Consortium become liable to tho prohi- 

' . bition of the abovo law* the Contract may be terminated and the 

requirements of Clauso 23 "fermi nation for Default" may control* 
provided that the violation is not cured by the Consortium within 
30 days ol' the date that the Ministry advises the Consortium* or the 
Consortium advises tho Ministry* of a violation of the said Law. 


. CLAUSE 29 - GIFTS 


Should it be proved that to obtain the Contract the Consortium has offered 
to tho officials concerned any Qfia&jL&aion, compensation, gift or„pxcsent 
whether in cash or in kind or has made the above officials or their inter¬ 
mediaries partake*sin its profit tho Ministry shall have tne right to terminate 
* tho Contract* and whereupon the terms of Clause 23 entitled "Temination for 
Default"* snail control. 


CLAtfeb 30 - OFFICIAL LANGUAGE AND GOVERNING L\K 


A. Due to the international character of the work to be performed under 
this Contract the official language of this Contract shall be the 
’ English language until such time after Contract signature as the parties 
hereto have agreed upon a Farsi translation thereof, whereupon the 
' * . ' Farsi text shall he the official language of this Contract. 


,B* The Laws of Iran shall govern this Contract. 
CLAUSE 31 - OFFICIAL ADDRESS OF Till: CONSORTIUM 



The Consortium's official address for the purposes of this Contract is that 
Stipulated below. Should any change he made in the address, the Consortium shall 
immediately notify the Ministry and its Representative of such change of address. 
Should the Consortium fail to fulfil its undertaking in respect of the above, any 
communications made hv tne Ministry or its Representative through the Post Office 
or by messenger to the former address of the i.'ousortlum shall he considered as 
official notification, lo he wiiid all mil ices. coMMtinicntions* and correspondence 
to he exchanged by and between the Ministry and the Consortium shall he directed 
to the General Manager to he appointed’ by the Consortium, and to the Ministry or 
to its designee. , . 

• " ‘ - -V.. • , 

The following is the official address of tne Consortium: 

The "(INI*; 

Old Shorn 
3 Amir El 
Tchra, I 
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SIGNATURE OP THU CONTRACT 




On t.iC 2ft day of JAKUflJ!/ 1970, the Ministry and the Consortium have caused 

this Cor tract for the IMS Project to he signed in, the City of Tehran, Iron 
in two (2) original copies, by its duly and properly author!ted Representatives, 
each in accordance with the authority recited under each signature. 

The Ministry of Tost, Telegraph and Telephone of the Imperial 
Government of Iran 


_ datcd Jfl/j %d f !970 Mo. 

General,1^1ephone G electronics International, Incorporated 
by 

author! ted'■by Power of Attorney designated 



Nippon Electric Company United 



authorited by Poser of Attorney designated 


Page Communications Lngincers, Inc. 



authorized by Poser of Attorney designated 


Siemens Aktiengcsel Ischaft 

* fa, 

\\ 

authorized by Power of Attorney designated 
. * 


/ 

ah ij' 



iU* amend'* made and c<ecui»d on tins 20th day »** ’’iv, 1 ••"0 # hv and 
Ulwci'ii tv* ‘i.uitiy o # * Post, lcU>:ruph nul IVlepV * .•* of Iran and ih* 

.M'S Ijilo'o* l I an. - 

i he Parti'*:, alter lhormi> , .lil\ t Aiitiiniiii* the f 1 ■*>' wl. j.*h they .nay face 

Ihronyli the ir.plcmrnf at imt ol' flails.* .>0 of the IM'i f.mt ivict , ayrctnl and 
amended ti.e said flnnsy to read as ioIIoks 

t hiu .e all - r.l I- 1C 1 At UM.tlAGr V.|> ttiVI KS'IM*. IMS 

•/ 

Pno !.* the intentat tonal ch.ii.ifer of the wort, to in- performed aider 
this (’out raw t the official I nm.nap.c of this font rae • shall he ttn 
Pny.iish lanpua;;. until stub til*4* after fontract *1.'nature a*: 11: * 
part:*** 1 hereto have agreed upon a larsi t r.ni-lnti.n thereof, whereupon 
tin * r ** t test shall In* the official lauriia el this font met. hot!. 

? h' htplish and tarsi texts are \alid. Ileseii r, in ease ef 
di :ci.*p.n.eie< h. tween the two texts, the lin It 1 n*t shall pntaii. 

I>. The lass of Iran shall p.oxern this fontract. 

The Mini st r\ of Post, Telegraph and Telephone of the Imperial 
Governmu.f of Iran • s 

• 

dated 20th .May 1070 
Ify * 


General Telephone & fleeironies International, Incorporated 
" y 

authorized by Power of Attorney designated 


Nippon fleetric foiipnny l.imited 

* ‘TA&fcf'- 

authorized by Powe/of Mtornex designated 
Pntjc Comi.itnteat ions Ingtnccrs, Incorporated 

.mthorir.ed by PowtH of Attorn*. designated 
<1 ^viir. A1 1 4 onftosc 11 seh i }> 

authorized l»y Power of Attorn \ do i I'ned 
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ivWmorandum 

NMt)v«e Cotptntm. ktnttu Otwttort 
9M1 W(M( MtvthW. CA HiH 


HORTiin;? PRIVATE 


UN#* MU* III 


•as 


Qoorge Oort 


SALES COMMISSIONS - IRAN 


! »7“ P.4i. Champion 
I April 1974 



Bob wltt», 

Manny and myself, we have received a copy pt the Latter of Offer for . 
the 28 F5F aircraft which we c*pect will be aifaad la the immediate 
future. This letter of Offer contains the following language* 


O 

(y^‘ 


All US Government contracts resulting from tale 
Letter of Offer shall ^ntain this provision! "Not^ *1 < /!*+ & 
withstanding any other provision of this contract* / 
any direct or indlrecf'aoete of agent fees/com** ^ 
missions for contractor sale# agents involved la j 
foreign military tales to the Government of Isfaa j 
shall be considered as an unallowable item of J 


9H in 


cost under this contract." 


ttA* 

$•* 

dw 4 /*4 a iniy. \ 

tfot fir ffy ,. ■ 

foregoing would seem to indieate that commissions are acceptable 
» if paid from profit. It could even go so far as to allow us to alga the 
’* ^Contingent Fee Certification in the affirmative. In any cate* it doee 
Y^ not preclude either of the foregoing aeeumptione, The coly problem - 
v ; not dealt with is whether or not our signing in ths affirmative auto- 

matically causes tho United States Government to inform the Govern- 
ment of Iran of the contingent fee. , A 

r \ • v 

For your information the commission on this could approach $2,0 million. 


V 


For your 

2 ? 

ra* c- 


P. H. Champion - 


0* 
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Memorandum W 

NwthrooC«ip»r«lkMt.A(iCfMIDfvlslM M A r vT, * s “• ."‘VWA7C 

3^*WviOfo»<lw«r.lUHh«»«.,CAOMSO i^UrtlllKUr n\ivA| t »•*•»!©: 



W. G. Niemann 


r* 

ftpmt P. H. Champion 

S«bj«cl: 

AGENCY COMMISSIONS - IRAN 


o,,,. 5 April 1974 

Cmpitf. 

M. G. Gonzalez 

G. Gore 


B*f: 



I would appreciate your computing our commission 
liability on Iran as of 31 December 1973 and as of 
31 March 1974. As you are probably aware the rate 
is one and one-half percent (1-1/2%) against payment 
received by Northrop. You may also be aware that 
our agent has been paid $450, 000 against a Corporate 
retainer which is deductible from commissions due. 


This is not a request for payment but merely a re¬ 
quest for the amounts duo on the abovo dates. 



P. H. Champion 
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'v Viorandum ^5 

* AKciiM ow»i«* \dr 

U ,,/A . * 1 

*> 


9600-74-64 

WCN/BFS/Jm 

HawlAotn*. CA WM 

hi rtrtr tilti k>: 

u: F. H. Champion 

V> jj 


ri«A: 

W, G, Niemann 

COhMlSSlONS - IRAN 

t*— M, C. Gonzalez 

C. Core 



CM*: 

M: 

15 April 1974 


■'% 


In reply to your request, the comnlsslonable 
bases and the commissions for sales consul¬ 
tants for Iran have been calculated as of 
12-31-73 and 3-31-74. The data Is provided 
on the two attached schedules. 

u/sJL- 

W« Niemann, Manager 
Financial Receipts & Disbursements 
9600/64, Ext. 2088 

2 Attachments 




COMMISSIONABLE BASES 
FOR INDIRECT SALES TO IRAN 
As of Dates Noted 


~ 60X 

Fro Rata Progress 

JTD Costs Payment g 


27*2Z of 



$32,776,000 $26,221,000 $1,624,000 ' 

4.165,000 3.332,000 -0- ■ $31,177,000 


$*2,176,000 $33,740,000 $3,952,000 

8*312,000 6,650,000 -0. 


$44*342,000 ^ 



ro g DESIGNATION NORTHROP ^ 
PRIVATE SHALL ROT BE CANCELLED 
ORIGINATO R_W. c. Nletnann D EP T 960Q 


NORTHROP PRIVATE 



JIORTHROP PRIVATE 


COMMISSIONS 
As of Dates Noted 


At toe lime nt #2 to 
$$00-74-64 


J-v 


Commission Bases 

12-31-73 $31,177,000 

3-31-74 $44,342,000 


Economic & Development Corn. 


12-31-73 

3-31-74 


1%X 

1st $10M 
$150,000 
$150,000 


11 

Next $30M 
$212,000 
$300,000 


3/4 1 Total 

Next $30M Commissions 

-0- $362,000 

$ 33,000 $483,000 


Management & Technical Consultants (ATS) 

1 %* 

Contract 

Price 

12-31-73 $468,000 

3-31-74 $665,000 


Note: 


$450,000 advance Is deductible from MIC 


jaroou 


nts. 


THE DESIGNATION K0RTHR0P 
PRIVATE SHALL KCT B3 CANCELLED 
ORIGINATO R W. C. Nlcmanrt D SPT.9 


NORTHROP PRIVATE 
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A0Itt,RM5;?T 


BETWEEN The Horthrop Corporation, incorporated in The United 
8tatee of America, on bohnlf of the Consortium identified as 
G.I?*P.S. , 11 S3BBK3I the following 

Agreement io hereby concluded: 


WHEBBAS C 


2Thao rendered and will * 


continue to render valuable services as a Consultant in support 
of The O.H.P.S. Consortium's business opportunities in Iran and; 
WHEREAS The Consortium wishes to compensate hita fer the rendering 
Of the said services: 

THEREFORE the parties hereby agree as follov/s: 

1 - G.H.P.S. Consortium hereby undertakes to pay GUUBHSE9BBM 

^ of \fo (one-half of one poremt) of the total 
Contract price of any initial Contract awarded to the G.II.P.S* 
Consortium for supply of equipment and service* for the project 
known as the Integrated National Telecommunications System* 

2 - The said amount Shall be paid in the currencies received by the 

Consortium as compensation at any place designated by 


3 - Tho amount specified under (l) above shall be paid after 
receipt by the Consortium of the dovm payment pluo all 


instruments of credit of the Iranian Government in payment 
for tho initial contraot. 

4 - All payments subject of this Agreement shall £o net and free 
of all taxes, or other ooducticno* 
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5 -CTamggaggggS A"" SBBESSS° y assign hie rights under 
' • this Agreement to any other party without the necessity 
of any prior agreement by the G.N.P.S. Consortium. 
Furthermore, he may specifically inot;-ot the G.N.P.S# 
Consortium that all payments to be made under this Agreement 
be made to such party(s) as he may from tine to time 
determine. 

-■s.- 

Thls Agreement is an agreement for compensation for services 
rendered qnd .ZZZZZZZ J 1 T n tn no way obligated 

to perform any other services for the G.N.P.S. Consortium or the 
Northrop Corporation beyond those relating to the execution and 
implementation of the initial Contract identified above. 


Signature* 


l\louunhd&o ( 


For The G.N.P.S. Consortium 

■ ,y f x /j 

vvA l L. \ i. — 

J tti'ireHf c|' 
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PART B - 5 

MATERIAL RELATING TO AGENTS IN SAUDI ARABIA, ADNAN KHASHOGGI 
AND TRIAD FINANCIAL ESTABLISHMENT 
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S> v 

A/&0 SP£C.f/>C /a*U£57~/6*ST7&*) 

<2>/** //?//*& ^bjeAP&zr&tZAj/js'AJcs/sr /v^cr^ 

<C/y Gofij-Zstcjenz /vc&x /A J /> £)^/<2&^> 


10-6-70 


6-23-70 


/ 


6-12-1970 


Memo from Watty to Gonzalez with a copy to Catos - transmissions of copies 
of agreements entered into with Khasshoggi in Paris. In this memo are 
the following comments regarding the consultant agreement with Alnasr 
Trading and Industrial Corporation. This is the document which will be 
open and public to justify our relationship with Khasahoggl in country. 

All of the other documents and agreements are secret and under no circum¬ 
stances are they to be disclosed or discussed outside of the key responsible 
people within Northrop..-*As you will note in the third document, entitled 
Contemporaneous Agreement, in the event of a sale, the consulting payments 
are creditable against the commissions we will owe; or, if no sale occurs, 
then, all payments we have made will be refundable to us." 

Memo from M. Kuska to M. G. Gonzalez re Adnan Khasfhoggi agreement. 

"The first thing that has to be determined is whether Khasshoggi is the 
right man or not. This determination is not to be made until Corporate and 
the^Aircraft Division mutually agree as to his selection." 

From Watts to Gates - copy to Gonzalez re Adnan Khasshoggi agreement. 

This is just a transmission of the draft of the definitive sales representa¬ 
tion agreement for Khasshoggl which was to be used for purposes of negotiation 
with the representative in Washington. 




"A* 




rfS'Vnr '•*<’* •’* 


/•'V'-'K'-v-y'S 
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7-6-71 


6-26-*’* 


Letter from Watts to Mac Lcod 

TUts t 4 rrr*v rnAWt'Trmo ^/Irrevocable assignment to BS and R in 
which Watts stated as requested by Lou Laulcr, I have not made any refer¬ 
ence to Triad as was done in the case of the assignment to Contlna. He 
also goes on to say I note your assignment to Contlna only covers them in 
the event of a direct sale. Since it now appears that the government sale 
will occur, you will probably want to prepare an additional assignment 
covering Contlna in this situation. He also noted you should be very 
careful to indicate that the commission rate for an indirect sale only 
applies to the Northrop content and not to the total contract value. 

This was a three-page handwritten memo on yellow paper entitled 
"Conmission Agent.** The text of this memo is as follows: 

1. Sultan stated in the 15 June meeting that he did not want any agent 
involved. This was contained in a wire from the Embassy to Washington. 
(Note - in any negotiation at the SPO on the Indirect and product 
support factor in the FMSK^, it may be advisable to not present our 
agreement with Triad at the negotiating table because of the wire). 

2. Ambassador advised me on 24 June that he had previously been approached 
by several of the tugh level members of the Saudi government who asked 
him for the help of the U. S. government in "extricating themselves 

from the clutches of these agents." He specifically mentioned Khasal^^^ 
by name. He Indicated that high level people were beginning to realize 
that they had made a mistake in getting themselves indebted to these 
agents and were trying to change the age-old pattern here. The Am¬ 
bassador advised them that it would be up to them to help themselves, 
that the U. S. government .couldn't do it for them. 

3. After the 15 June meeting and before the 24 June discussion with the 
Ambassador, I advised Kutay that the entire package appears headed for 
FMS. This was due to the continued Insistence by Sultan and Turk! tli.it 
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they wanted the Program to go this Way and the Ambassador's den ire 
to give them whdever they want. Kutay was pnfT M/tOrj 

Sultan or Turki, at the outset of the 27 June meeting 
expressed a different position on the support area that they would 
probably be offered the entire package KMS at that time. 

U. The Ambassador asked for and received (on 26 June) authority to commit 
to FMS on the entire package. He will deliver a "Talking ^apor" to 
Prince Turki in advance of the 27 June meeting in which this fact is 
stated. It is unlikely that the Saudis will now reverse their position 
after having been given what they previously Insisted on. 

5. Khasshogi has unquestionably been working on the Saudi’s to get them to 
ask for the support package direct rather than FMS. This could present 
a problem but delivery of the "talking ^aper" in advance of the meeting 
should help to minimize the problem. In addition I will advice KitusshogA) 
this evening (26 June) to retreat since it could jeapordize the entire 
sale. 

6. The agreement Northrop has with Triad indicates that a 4Z commission 
applies on what "Northrop sells." The understanding on the aircraft 

is that it applies to the flyaway which equals about 6Z of what we sell, 
but there is no such qualifying understanding on the support elements. 

In the support area, what Northrop actually sells to the U. S. government, 
is a significantly reduced percentage of the local dollar amount. When 
this is fully understood by Khassogd' it will create some problems, but 
I do not intend to review this in detail with him until after the salr 
wSs locked in unless he brings it up. 

7. This entire area is extremely sensitive and potentially explosive, and 


must be treated with a great deal of tact and caution. One fact which 
should be kept in mind is Sultan’s statement at the 15 June meetingf 
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that while no agent was desired by the Saudis in contracting with 
the U. S. Government that If "Northrop felt that there was a require¬ 
ment for one in country that was up to Nonbrop." The inference was 
that this was O.K. and as long as it didn't cost the Saudi's anything. 

\ 

January 28, *71 Memo from R. C. Rogin lo C. R. Gates - a copy to S. Souki re Saud. Arabia 
- London/Paris Trip Report* January 10-15 1971. Text follows: 

'^The morning of the 11th, I met with Adnan Khasshogi at the Mayfair Hotel 
__ for updating on the matters to be discussed by me with Prince Khaled. 

Adnan suggested I tell Khaled the following: 

Al.Northrop is annoyed with A. K.’s demands. Percentage on commission is 
already 122 and we do not know how many more persons will be involved. 

|) Northrop feels there Is no serious intent by R. S, A. F. and if wo do 
not have an order by April - May 1971, we will phase out the -13 
production line. It will then be three years until the -21 is available 
and who knows what may transpire in that period of time. 

•) Northrop still believes it is not possible to hide that much commission 
on an aircraft which price is known internationally If Northrop sees some 
indication of seriousness by the Saudi government, we might be able to 
work on an arrangement with the signing of an orJir hut not at 10/. 

0 Evidently, other members of the royal family have contacted Northrop l 
California re the sale and their demands arc not as high. 

$Mr. Gates is very sorry to not have been ah 1c to come to Condon now to 

see you, but he was unable to get away. If something concrete '-omo:, up 

he will join me in a visit to Saudi and looks forward to meeting ik_ H. 

• He was told by Sultan that he may appoint a new 

A.K. believes 

this could add one nioro player to the commission list. has told 

A.K. ho wants 5t and can handle the sale of the F5's without the support 


t—U 



844 
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of Prince Turk! ur Khalcd. 

Prior to your mooting with i in Geneva we will need to know where 

stands as far as commissions and whether he will approach you 
direct during your sessions. Sterling may have something on this when 
he conies out of country. 

Adnan feels is starting high and would settle for less. i am inclined 

to agree with this. 

I expect to see more players before we are through and especially when the 
F-5 sales looks like it's going to be approved. Minister of Finance, 

Chief of Armed Forces, etc. Adnan is of the same opinion. 

1 called Khaled at noon but he was tied up until 4 p.m. when wc mot in his 
suite. 

I covered all of the above points with him except the members of the Koyal 
Family contacting you as 1 did not feel it was necessary at this lime and 
had not decided whether it was a good idea. I also stccted clear of an 
agreement with him since his percentage was too much, etc. Khalcd listened 
attentively and made the following comment: "I can get you the order 
without Prince Turki as I am not representing Turki." This 1 queried on 
because at my last visit in Saudi ylth Khaled, he and Adnan stated that 
he represented Turk!. He merely repeated that he was representing himself. 

He believes A.K. has more than a 2Z commission and we should cut A.K.'s 
commission, not his. I countered with the fact that I had not seen A.K.’ s 
contract, but 2Z was normal in our world-wide sales. 

A.K. did not seek his help on Lockheed--Raythcon contracts, hut now he 
(A.K.) has come to me for assistance on the sale as well as Pago. Therefore, 
if he is to be given a percentage it will not be the 1Z A.K. negotiated 
with Northrop without him advised of it, but he will make the same direct 
deal with Northrop, not through A.K.. I wont Into the same story as 1 had 
done in Saudi, that 10Z plus 2Z was too much to hide, he could not guarantee 
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the HODA would accept it, too may USAF and Pakl advTsors would got wind 
of It, which if an investigation broke out could cause Much hens to 
Northrop and other countries where we are ami have been marketing tlie 
F-5 (these expressly Arab nations). 

Khaled advised me to give him a counter offer to his 10X or an answer 
that we are not Interested in using his services. He also said he would 
hold no hard feelings, but that if he were going to represent us he was 
going to do it for more than IX. 

1 told Khaled that I had to communicate with you and would get an answer 
back to him as soon as possible. Khaled by this time was catting me 

by ay first name, I did not reciprocate. 

That evening 1 was unable to get ahold of A.K., but did meet with Lou 
Lauler and Mac Leod and a couple of other U. S. legal types who work tor 
Adnan. I did not discuss Khaled, but Mort said he had talked with Jim 
Willson and was up to date on the potential oil deal. A.K. was not 
available. We talked on the phone and agreed to meet with Souki in Paris 
Wednesday P.M. 

2 arrived in Paris Tuesday night and met with Saroftgr Wednesday night, but 
Adnsn did not make it to Paris that evening. I reviewed the above with 

S w^Sr* w wh > o recommended A.K. be advised he is our sole agent and Northrop 


. is paying him a commission to get us the sale and not to have us negot 
separately with every Saudi who wants to get into the act. 

Wednesday evening A.K. arrived in Paris and after a late session we phoned 
you regarding all of the above. Around one a.m. Sanx>e£*ancif I dined with 
Adnan and his cost of thousands. It reminded me of our last visit in Paris 
eating dinner at midnight. It looks for the moment ns though Khaled, in 
A.K.'s opinion, does not swing a big stick. A.K. told me in previous 
dealings with Prince Turki that he (Turk!) was a most reasonable individual, 
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one or two percent, not what Khaled claims. Add this to Khaled's telling 
me can get the order without Turkl and claiming he docs not need 

to go through Khalcd or Turkl and 1 am wondering where Khalcd feels he 
has influence. If it Is through Sultan, he should have made that clear 
from the very beginning instead of claiming to represent Turkl. 

One of the more important things 1 am going to have to do ts call out 
who are the players that have to be considered in order to assure our 
getting the order and soon. 
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Lettdr Mac Lood (Triad) to Watts 
Letter Watts to Mac Leod 

Aboveadual with contract tents. Nothing pertinent to relationship 
which is not indicated In contract. 

Five page hand written memo on graph paper entitled Notes for Conversation 
with Adnan. f ‘ V ' ‘ S 

1. Activity at Moda before signing 

2. Prince Khalcd's visit 

3. Other activities before the signing 

4. Activities after the signing 

1. *0n Tuesday, 27th of July the entire U. S. delegation (including the 
Ambassador, General Smith, etc.) went to the Md/M in Jed/a* to meet 
with the Sultan and have the ietter of Offers signed. 

The meeting was scheduled for 11:45. We were mot by General Hashim who 
stated that the Sultan might not bo available for the signing that day. 
After approx 45 minutes of waiting the Ambassjdor and General Smith 
were taken down to see the Sultan by Hnshim. Hashtm returned to the 
conference room alone after a few minutes. The Ambassador and General 
Amith were talking about other programs with Sultan. Hashlm was called 
into Sultan's office at approx 11:30. He returned to the conference 
room after a few minutes and stated "There will be no signing today. 

The contract will be signed at 1:00 o'clock tomorrow and his Royal Highness 
would like everyone to come since this will be a happy occasion." The 
Ambassador and General Smith returned to the conference room at 2:00 O'clock 
and stated essentially the same thing. ^ 

(Note - no reason was given as to why the contract could not be signed on 
Tuesday if it was ready for signing the next day. It appeared to be an 
unusual and unnecessary delay). 

In the afternoon on the 27lh July Ccnctnl Hashlm and Mr. Monsouri went to 



see Che Ambas^edo** and General Srlth at Mu embassy, They asked that Che 
price stated in the better of Offer foi the 20 F-5-B aircraft be ratified 
as being a ceiling price - adjustable downward only. Wo wore called to 
the Embassy to review this request. A message was sent m USAF-ltQ and 
DOD asking for authority to make the aircraft price a ceiling price. 

(Note - it is contrary to USG procedures and the regulations covering 
Letters of Offer to have a ceiling price type of quotation. The prices 
are estimated and the contracting governs .u is merely charged whatever 
the USG pays, either more or less.) 

PRINCE KHALKU’S VISIT 

a. At approximately 8 o'clock Tuesday evening, 27 July, George Sterling 
got a telephone call at the hotel from Prince Khaled el Abdullah. 

He stated that he was calling from Prince Turki's house and wanted 
to come talk to us. About half hour later Prince Khaled arrived at 
the hotel. He was very upset and stated that he had decided to go 
see Prince Sultan that evening to attempt to get him to delay the 
signing of the contract. He said that ho had br.cn asked by Adnan 
to return to Jefttah to make sure that everything went well on the F-5B 
program and that he discovered that it was going government to government 
and as a result he would get nothing out of the sale. He added that 
he had worked very hard - harder than Adnan - to bring the sale about 
and that he had even spent some of'his own money on behalf of the 
program. He stated that he knew Adnan was getting paid by Northrop 
every month and would get a commission when the contract was signed. 

He added "and I can proven? He indicated that he would tell Prince 
Sultan that his efforts to avoid a commission by going government to 
government had failed and he would ask him to either force Admin to 
return any money he received from Norihrop or delay signing the contract 
until he had worked out a deal with Adnan. He said "If I get nothing 
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jthen I will make sure that Adrian gets no', hi 115 . If lit* .y:.s one dollar 
I want fifty cents. Otherwise I will take steps to make sure no never 
Jdoes any more business in this area.” We told them that ho should be 
/talking to Adnan rather than us, and asked him what he would suggest 
that we do. \t 6 had no suggestion to offer. 7 told him that we would 
not like to see the contract signing delayed but that there was nothing 
we could do to guarantee to him that he would participate in anything 
Adnan might receive under the F-5-B contract. He stated that Adnan 
had shown him the contract with Northrop and chat it had a 5% commissioi 
for direct sale and approx IX for indirect sale and that Adnan had 
told him Triad was getting around $3,000 eacli month for expenses. I 
I told Prince Khaled that I did not have a copy of the contract with 
me but those figures were probably very close. 1 suggestod that 
he keep in mind the maintenance contract, which if it goo r > direct to 
Northrop would provide for a commission to be paid to Conti ■.«. He 
stated that he did not want to wait three years, he wanted something 
now and that besides we were in direct competition with Lockheed and 
that Adnan was working for Lockheed, not Northrop. He asked that Northrop 
sign up with him rather than Adnan for the maintenance work. I told 
him that we would have-to live with any contracts we had already signed 
but If the maintenance contract were directed to Northrop I was sure 
that he could properly be taken care of. I also stated that I would 
go with him to see Adnan to determine whether or not it would be possible 
for him to share In any commission on a government*to-government sale 
of the aircraft and that if everything was as he represented it would 
be I would state that I thought he should receive a share. Prince 
Khaled seemed less disturbed when he left but was still obviously not 
happy. He called Hashim from the hotel and left. He did not state 
where he was going from the hotel. He staLed that he could go to 
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see Adnan around to August, and that ho didn’t wont to koep a.o valrtng 
that long for him but that he vould call me bofora leaving for t cm f 
the next morning, 

b. After Prince Khalid left we phwed Yashar. iiu came over to the hotel . 
and we reported everything that had gone on to him. He tried to reach 
Prince Khaled but was unsuccessful. We agreed that we should iry to 
get word to Adnan to return to Beirut as quickly as possible to settle 
things up with Khalera. 

if! 3. OTHER ACTIVITIES BEFORE THE SIGNING 

a. The Embassy received a reply to its message requesting authority to 
make the price for the 20 aircraft the celling price. The answer 
was no. This was passed on to General Hashim, but the one o'clock 
meeting was not delayed. Everyone from the U. S. side arrived at the 
Hoda as scheduled. Soon after one o'clock Prince Sultan and Prince 
Turkl came into the conference room and were seated at the table. 

Sultan reviewed the contract. He commented about the previous news 
release about the F-5's and a Lockheed contract and said any publicity 
should be avoided. He then asked me ”Do you have any agent in Saudi 
Arabia"? I said "No, not in Saudi Arabia." The Ambassador added 
that since this was a government deal there would be no middle t&an ^ ^ 
Sultan then asked what about back in the U. S. between the government _ 
and Northrop. The Ambassador replied that there would be no agent 
(Note - the agreement between Northrop and Triad provides for a 
commission of "not less than IX of the sales price, subject to the 
allowability and recognition of such compensation by the U. S. government 
This was subsequently established at 4% on FMS sales but is sti11.subject 
to the same conditions of USG approval.} 




) 
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b. Sultan, Just before signing the contract, stated tint ho usually 
takes months to reviews contracts of this size before signing, 
but that he would sign based upon his confidence In the L\ S. 
government and the Ambassador. 

4. ACTIVITIES AFTER THE SIGNING 

a. After most people had left the conference room and just ns I was 
about to leave, General Hasliim took me aside and said "His Royal 
Highness wants to see you." I went downstairs with Hashim, He 
stated that Prince Turk! had asked him to give a message, but 
he thought it would be better if Prince Turki told me the message 
himself. 

b. Hashim and I went into Turki’s office. He chatted about meeting 
Tom Jones at the Paris Air Show and that he considered him a friend. 
He then stated that "Speaking as a friend, and not in any official 
capacity" he understood that "There was a disagreement with Prince 
Khaled" and that he "Considered this to be most unfortunate" and 
that he "Hoped things would be worked out to his satisfaction." 

(Note - obviously Khaled had talked to Hashim, who acted as Turki’s 
translator, Turki and Sultan. It is also obvious that they all 
expect Khaled to be taken care of in some way to his satisfacr&to 

or there could be a scandal. There would be no other reason for 
Sultan to have asked his question about an agent just before the 
signing except to set the stage for a pressure play it/ required.) 

c. Khaled phoned me at the hotel prior to his departure for Taif, but 

I was out. When I returned the call he had gone. 1 tried unsuccess¬ 
fully several times to reach him by phone in Taif before I left for 
Beirut. Through Yashar I sent messages to Khaled that 1 was leaving 
for Beirut and then to London tc meet with Adnan. 
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Two page typed memo "Payments to Khashoggi for Phase 1 & II' 

- Six questions and answers re: * 

A) controlling documents 

B) comm rate 

C) when cotrmv payments due 

D) has "sale" been made 

£) comm, base 

F) what prices in the Letters of Offer, which have been 

signed, form the base against which the comm will be applied. 

Typed memo entitled "Notes for Discussion on Commission for fcncra) Hashi in 

for Phase III" 

1. Hashlm would have participated... on a direct sa)~... would hove been 

through Khashoggi... Conversion to FMS commissions substantially reduced 
and apparently he received nothing from Khashoggi; however Cates and 
Kuska indicated... their understanding that Hashim would participate 
even in an FMS case. Khashoggi will receive somewhere between $1 and 
$1.6 million... on Phase I f> II. He has committed to pay Khallu approx. 
$150,000. In addition... SouHa of 1Z.... In any event, there should 
be ample funds within what Khashoggi receives to make some payment to 
Hashlm. 

2. Khashoggi has stated it is necessary to make some payments to llashim 
at this time in order to ensure his support on Phase III. His recom¬ 
mendation is, of course, that Northrop make such a payment and the 
amount he has recommended is between $200,000 and $250,000. 

3. Northrop's approach in view of the above should be in the following order 
A. Kashoggi should pay mone.y to Hashim now out of what he receives out 

of Phase I and II as he is paying Khalid. If this is not praciiC.il, 
then 

• /V';V s'.’' '«*■■ • ■ 

' • i 
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b. Hashitn should be advised he will receive $250,000 over ard above 
any commission he would otherwise receive on Phase III ar .'oon 
as and on condition that Phase III Is awarded to Northrop. If 
this Is not practical, then 

c. Northrop will direct Khashoggi to pay Hashim $250,000 now with 
the understanding that If there is no Phase III award to Northrop 
it will be deducted from any commission due to Khnshoggi on 

Phase I and It, but if Phase III is awarded to Northrop, Khashoggi's 
commission on Phase I and 11 will be paid as well as Hashim’s 
full commision o^Phase III. 

Gates Phone Conversation on Saudi (typed memo) 

1. Gates and Jones met with Khashoggl and Souki in Reyadlh... Khashoggi 
Indicated that he expected Gates to be prepared to sit down with Hashim 
to discuss specifics on how Hashim should be compensated and thereby 
get back on our team for Phase III. K. .. had discussion with George 
Sterling.... and assumed... passed on to Gates.... Jones reportedly 
unhappy with lack of communications. 

. It is now expected that Gonzalez will handle inis matter on his trip. 

The recommendation made by Khashoggi is that Hashim be paid now an amount 
equal to approx. $200,000 to $250,000 and that he be assured of a 5X 
commission on Phase III. It is assumed that Khashoggi expects Northrop 
to make the first payment and that the commission on Phase III will come 
out of the 15Z commission payable to Khashoggi under Northrop*s contract 
with him. Gates indicated Jones had no objection to this arrangement; 
in fact, he appeared to be favorably inclined toward it. 

Conzalez explained to G/rres~ttrar~Khashoggi is probably trying to negotiate.... 
in order to avoid any payment now to Hashim out of his comm under Phase I 
and II.... followed a similar pattern with respect to Prince Khal<j but 
See f - i't /'**• •• 
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8-6-71 


7-31-71 


8-6-71 
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ended up paying.. out of his commission... o way o* landling 

would be: 

1. Agree to pay Hashitn a fixed amount over non «. endostea 

on Phase III, hut only at such time as Norrhr.ip re~. • .v«l a >ntwict 
for Phase III, or 

2. Make payment to Hashim now.... (same as c) on page ;< with the 
(exception that no amount is specified). 

The approach was discussed with Lloyd .and lu* concurs that it is a t .roh,ii.lc 
one. 

2. Khashoggi reconanended to Cates that Northrop accept Lockheed’s 

proposal to modify our understanding with Lockheed Jn connection with 
their being a subcontractor on Phase III. 

3. Prince Turki brought up with Jones and Gates the possibility of 
performing the final assembly of the F-5’s in Saudi. He w is noL 
told that this is not possible or in any event iopi.i^ncal. 

Wire Gates to Khashoggi/Gonzalez copy Watts 
" Gonzalez to " 

Both the above refer to Contina (Cantona) problem and reference to 
letter to Contina - provisions contain full discharge of the obligation 
of Northrop's rep (Triad) to Contina. No details indicated. 

Letter Louts Lawler (Triad) to Watts 

Re your letter dated 7-31 concerning Contina... I understand that it 
is intended that Contina will receive some portion of the commissions 
even though it was a gov't-to-gov't sale. 

Lawler to Watts 

Re letter dated 7-6-71 to Mori Mac Lcod, and as we discessed by 
telephone, assignment to Contina is as we intended.... only In the event 
of a direct sale and none in the ease of n gov’t to gov't. 

Memo Watts to Champion 
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NAD - Norchrou Special Invent Iga. ion 

Review of Triad Correspondence Kites 

as~J> 

—/<T— 

Folder contains various correspondence rc payments, estimated .cMnissioost 
and assignments. Such detail not briefed as propriety of rlyments, 
approvals^ etc. previously reviewed. Extracts lolcv <t**al with rela¬ 
tionship of consultant to Northrop and any other matter*, deemed pertinent 
to investigation. 

il-2-71 Wire H. Gonzalez to F. W. Lloyd. 

Re our telecon concerning possible advance payment to Vru Eye not 
sure eye made things clear. Wishbone of opinion no advance pajment will be 
necessary and that conditional payment will be necessary and t’ n conditional 
payment will be acceptable. Condition being payment only when and it Gardner 

K>t/tsH*06f 

awarded direct prime contract for Scissors. Wishbone say he told by iVJ and 
Gates that &anFner would make any advance payment required and no mention to 
him of risk being his. He therefore not willing to have total advance payment 
be his risk but he willing to quote share risk fifty/fifty with ^rJhoV°unquot 

A///IJ b/C‘i>6/ 

Risk being payment and then no contract to Gardner for Scissors. Wishbone 
was not authorized by me to make any commitment on this brsis but eye did say 
if his opinion that conditional payment would be acceptable proves incorrect 
we would consider other course during his visit to Hawthorne. 

10-25-71 Wire Gonzalez to Lloyd/Kuska. 

Met f)Yslif>onf» / 22 Oct. in Beirut... No problem our not seeing Trumpet during 
my visit to Surf. Apparently Gates brief conversation with i. unpet during 
TVJ trip enough to keep him happy until lie cones to Hawthorne... He (Wisbbun. 1 
plans to be in Hawthorne same time t^mp^i. ftVsl*bon»T con f i r»s Trumpet soon 
to he kicked upstairs and replaced,by Geranium. Additional amount to he split 
between those two to avoid all problems. Daisy in on discussion and hr of 
opinion all went well and on course. 
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December 14, 1971 This is a memo from W, T. MacLeod, legal counsel of Triad “Vpital 

Management International Inc. rc Triad's position regarding its current 
controversy with Northrop. 

A lengthy memorandum covering the statement of fact regarding Northrop's 
and Triad's relationship disputes on the contract between the two 
parties. This is for payment and other matters, jn amir excerpts of 
important points relative to our investigation: 

a. Mr. Gonzalez stated that"Northrop intended to act in good faith 
and construe the contract in light of the true intention of the 
parties, namely the payment to Triad of 4% of the sales price to 
the customer, and would not construe the contract strictly or 
literally, provid ed, that Triad "helped" Northrop by t 2 \t i n g 6 
HRH Prince Khalcd by one half of one percent of the sales price 
of Northrop content in accordance with the oral request of HKH 
Prince Turki to Northrop, made in the presence of General llashim, 
asking Northrop to pay such compensation. Mr. Khasshogl agreed 
to compensate HRH Khaled from Triad's compensation, and subsequent 

\ written documentation confirms this arrangement." 
i 

(b^ The rest of the memo deals with various disputed items as to what 
is the comoissiona^tfbase and how it should be paid. I don't think 
It's necessary to discuss all those items in this mono. 

1-17-72 Memo from Watts to Gonzalez with copies to Gates and Eddington. Tills 

memo discusses Watts' response to MacLeod's memo dated 12-14-71. Bxtracts 
follow: 

a. "A lot of clarifications will have to be made to this agreement , 

as, beyond this, I'm seriously concerned that perhp^s there Is still 
not a meeting of the minds between the parties as to the business 
aspects of this transaction. Consequently, because this could he 
political dynamite, I think you should carefully review this proposol 
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3-14-72 


March 14, 1972 


March 22, 1972 


3-24-72 


•o that we can clarify any possible misunderstandings and be sura 
that both parties are in full agreement from this point forward." 

\b ) The balance of the meao discusses Watts' position on the matters 
discussed in MacLeod's memo. 1 don't feci It's necessary to 
Include all these points in this memo. 

This Is an unsigned copy of a letter froa Gonzalez to Triad c/o Morton 
P. MacLeod to the attention of Mr. Adnan Khasshoggl. The memo transmits 
the second amendment to the marketing agacement and also replaces the 
present product agreeaent number three with the new product agreement 
number three dated March 25, 1972. 

a. "As a material part of these transactions and as a concurrent 

committment thereto, we understand that Triad agrees, at Its own 
cost and responsibility, to absorb the extraordinary expense 
that was previously discussed with you by our Mr. C. R. Gates in 
connection with the Phase 111 work." 

Meao from Watts to Gonzalez re Triad. This memo discusses the question of 
interpretation of what Khasshoggl's conmissionable base on Phase HI is. 

Memo to file from C. R. Gates re telephone conversation with Mort MacLeod. 
This covers the question of advance payments to Triad on the signing of 
Phase III. There is nothing in there as to what the payments were to be 
used for. 

Wire from Cates to RogAn in Beirut with a copy to Conzalez. 

"Re your request and understanding the need therefore It is difficult to 
change the existing agreement. However, without making a commitment at this 
time, we will do the best we can to try to fit one more point, which under 
the circumstances is as far as we can go even if we can do that. I will 
try to put it on a be.it effort basis and try to accomplish, with no promise 
at this time. If eventually wc can do, the ogreemont then will have to be 
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revrltten to reflect this increase. This is the best, answer ! c^n give 
you at this time." 

>-31-72 Pro* MacLeod to Watts. This is re problems of the scope of Nurrhrop's 

agreement with Triad. The following is quoted from the letter: 

"Our intention is that Triad is covered for any and all sales witn Northrop 
products in support of Peacehavk through 1976 und for a period of two years 
thereafter regardless of whether or not the sales Include inosqucs, hospitals, 
bingo casinos, swimming pools, spare parts, or whatever, provided they arc 
Northrop products and support the Peacehawk program whether manufactured 
by Northrop or purchased by Northrop for resale customers for delivery to 
the government of Saudi Arabia." 

4-14 -71 A draft of a letter from Gonzales to Hasshoggi. This is basically the 

same as Gonzalez' draft, wpAMr of the letter from Gonzaloz to Klr.sshoggl 
dated 3-14-72, except the product agreement is now dated 4-14-72. 

Also notes Triad's responsibilities to absorb the extraordinary expenses 
that was previously discussed with you (meaning Triad) by Mr. Gates. 

4-17-72 Memo from Watts to Gates and Conzalez re Triad. This memo discusses 

contractual problems with Triad. The following; 

"The fundamental business disagreement remaining botw en the parties is a 
question of advance commission payments. This Is a business decision 
for resolution by the Division and 1 assume cleared with Jim Willson. In 
essence, Adnan claims that it is impossible for Triad effectively to operate 
unless Northrop is able to guarantee some minimum advance comWsainns to 
him which he can commit to necessary parties." 

Adnsn feels that his contribution should he financed hy Northrop on the same 
basis as any other long lead time manufacturing costs. Consequently, Ire 
proposes and requests Northrop's commitment to guarantee Triad a minimum 
advance commission payment at least 30Z of the anticipated town;ssion value 
on each contract, with the right to discuss a higher percentage on a ease 
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by case basis, depending upon the circumstances of the pHtieular order. 

He no from Watts to Cates re Triad agreements. 

"Enclosed is a complete set of the Trtad agreements that were included in 
your absence. The side agreements are extremely sensitive and should not 
be discussed with anyone unless (fanny is consulted. However, copies of 
the basic agreements have been provided at Manny's direction to Milt Kuska, 
Bob McNamara and Jim Willson. Note that the Khnsshoggl letter of April 14 
concerning BSR provides that the assignment of comnisstn-is to Souki onl ^******* 
covers the airplanes and does not extend to any of the other Pencehawk 
activities. Adnan stated that he will handle this matter directly with 
Souki and on the same basis with Cantona. I have no concern at all about 
Cantona, but In the case of Souki, Manny seems to feel that It would be 
desirable for you to apprise him of the situation by providing hm with 
the confidential copy of Adnan's letter of April 14." 

(Note*-** I "jtt? unable to locate a copy of referenced letter In the flies.J 
Memo from Watts to Gonzalez re Triad. Copies of the Triad agrte.vnts and 
Included therein the following statement: 

"Under separate cover, as wo discussed, 1 will send copies of the basic- 
documents to Milt Kuska, Bob MacNamara and Jim Willson, leaving out those 
sensitive documents not pertinent to their knowledge." 

From Bob Watts to the file re telephone conversation with Manny Gonzalez 
regarding his telephone discussions with Adnan Khusslmggi and Prince KhaleU 
concerning <Vfntona/Saudi Arabia. There is a note from Watts transmitting 
this to Gonza1czAtftat this is what he put in his file with a copy to Boh 
Gates, ft accurate you can retain this copy or destroy It as you see fit. 

The following was Included In this memo: 

1. It was agreed that Cantona will receive 'j of 12 for Pcacehawk Phase HI 
from Triad's commissions. This (lie ‘.irao arrangement that is in effect 
between Trtad and Cantona for Ph.ee I and 11. 





Although Triad hus agreed to make this payment, Manny does am know how 
it will bo implemented. Hopefully, it will he taken core of directly 
by Triad, otherwise, Northrop will receive another notice of irrevocable 
assignment covering this one half percent. 

2. He stated that it was impossible for Northrop to make any additional 
separate payments to Cantona for Phase 111. 

anxious to see Lockheed part legate in Peacehawk as Cantona Is 
covered by a separate agreement with Lockheed, and therefore, could 
obtain benefits through this arrangement if North!op gives Lockheed 
Peacehawk work. Manny responded only by stating that discussions were 
still in progress between Northrop and Lockheed, but that no filial 
decision has been reached between the two companies. 

4. Manny said he made no committment whatsoever to arrange for additional 
payments to Cantona, either directly by Northrop or by giving Lockheed 
part of the Peacehawk work. 

5. In the second telephone conversation, Manny acknowledged directly to 

the Prince his contributions and thanked him for his continued assistance. 
And because of these services, Manny indicated that if Cantona is involved 
with other Companies that supply services that Northrop will need for 
Peacehawk, Northrop will certainly consider plat* ug orders with these 
Companies, hut with the understanding that any such purchases would be 
subject to procurement being competitive in price, quality and schedule. 

6. Khaled stated that Cantona was In a position to enter into a representation 
agreement with Dyna4Eloctron. Therefore, he asked if Northrop would 
consider using Dyna«£lectron for service support work. Manny replied 

by stating that he could not use Dyn.i^SLlcctron in this area since 
Northrop would much rather work with Lockheed, who have experience and 
a good reputation in Saudi Arahia, and its personnel are trained, qualified 
and available, whereas Dynntfloctron is a.i unknown quantity. 
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Letter from Con/, a lex to Lou Laulcr. This letter discusses the met 
that Northrop Just received a signed letter contract Irom the U.S. 
government covering Phase III work, t discusser, various items iMM 
about the method of payment advances \* other matters including the 
following: 

"We have treated the liquidation of the 1.5 million dollar advance and 
it's Interest expense per our agreement. The $250,000 separate advance 
which is non interest bearing has been deducted from the final payment." 
Wire from C. R. Gates to (it appears to be to) Adnan Khasshoggi. Various 
information copies to Northrop personnel. The following is extracted from 
the wire. 

"We have decided to proceed towards Phase IV along the lines we have pre¬ 
viously discussed with you.We will handle the incentive NBR 

that you and I have discussed, which, as we have also discussed must 
Include all interested parties. This message gives you the authority to 
proceed towards the objectives that we discussed when you were here." 

Wire from Lauler to Cates re your telexes August 4 and August 11. 

"Northrop can count on Triad’s full support Phase I'* proposal. However, 
Adnan regrets that Northrop has made the Job more difficult by not agreeing 
to request relaVcfby Lauler on July 14." 

(1 did not see anything in the file regarding requests relayed by Laulcr 
/ 

on July 14.) 

Wire from Cates to Lauler 

"If Adnan’s request of July 14 was the one that we discussed when you were 
here, Adnan must realize the difficulty and lmpractibi1ity of meeting 
request and the relatively small diffeienec which would have resulted in 
comparison to what we are now talking about on Phase IV. I suggest that 
we all proceed with maximum effort on this large upcoming project." 


59-120 0 - 76 - 55 
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Wife from Catos to Xliasshoggl information copies 
Extracted from the wire is the following: 

"Recall that current USAF letter of offer has one September expiration 
and it would be highly desirable for high local official to respond 
to U. S. Embassy that we would like to initiate discussions in pursuit of 
letter of offer. Wc are aiming for Sept. 15 proposal completion date and 
need to have receptive atmosphere for subnittal of proposal at that time," 
Letter from Lauler to Gonzalez 

"Refer to your letter to me of 7 June 1972 concerned with Phase III 
schedule of payments. 1 assume that the$230,000 separate advance refers 
to that sum which resulted from Mr. Jones' commitment. It was my under¬ 
standing that this payment was an obligation of Northrop and as such 
not deductible from Triad fees. Has there been a change since our original 
understanding?" 

To Gonzalez and Kauska the wire indicates the following is an incoming 
Paris report NBR1S2A dated 8-28-72 which was from Cochran/Sterling to Gates 
re subject celecon Lauler/Watts 24 August. 

"1 advise pursuant to applicable contractual provision and w^S^conside rat ions 
both contractual and business, that his request was non-acceptable and 
therefore we can not make advance. I stated matter a concern of his principal 
and affiliate and should be resolved exclusively at that level. Lauler 
accepted answer as a closed issue however stated subject tclecon subsequent 
to the above with Watts. Held Lauler/Conzalez "After all, it is such a 
small amount it should not represent any difficulty." Therefore Lauler 
requested that if a request for dollar amount advance loan similar to 
previously made to outside framework of contract was made, would this be 
acceptable? £*?hat such a small amount should readily be handled within his 
principal's house. However on a corporation to corporation basis with 
application made through Robert Gates, I felt it would be favorably 
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reacted to, until eligible Phase III advance payment date o: approximately 
end of October. Ho agrees to consider such course before taking nay further 
action passible through MacLeod’s office. 

Entire discussion on friendly climate, however, I inn ini lined fair but firm 
attitude. He expressed appreciation for our new Corporate .posture in. 
country. 

Wire from Cochran to Cates Report No. 179 dated !0 Oct. 1972. J. Cochran 
fro* C. R. Gates (in Paris) this is in reply to my telex as follows: 
"Received following quoted message from Rogin re Surf- "Kutay reports 
that during a top level Northrop meeting last October Reyadh/see Gates 
on this/a certain allocation was agreed upon for „_ ' * . ffiSK one^ 

believes present time will he most appropriate to fulfill that allocation 
in view of future cooperation." Firstly, discussed issue with Manny 
who claimed no background knowledge other than possibly tffstflionu^attempting 
similar exercise to previous efforts in behalf of Trumpet. I intended to 


place ball squarely in wishbone's court and will not entertain any idea 
that Northrop fulfill that allocation. It is strictly Wishbone s re¬ 
sponsibility. Hope you concur and if so, appreciate your advice. Secondly, 
I will handle this matter with WSfiBSK-' at same time as the ^TtVhliono /Souki 
fiduciary relationship is nailed to the deck, presently targeted before 
mid-October." 

Wire from J. Cochran from C.R. Gates 

"Although general discussions were field regarding possible _ 

( , I certainly agreed on no fixed amount 

and left entire question open depending on the events that were to occut 
defining > position. Any participation would be within previously 

agreed amounts, which has always been made clear to Wishbone (translation 

KMAt/*4t6> 

Khasahoggi). Perhaps Wishbone is correct that now is appropriate time, but 
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I Chink we should discuss endre subject. Including past Trumpet, (translation 
consideration. 1 need to know Cochran's travel plans und possibility 
of our discussing subject within next days. Bobby has my schedule, which 
I am currently adhering to." 

Memorandum to Cates from Adnan Khasshoggi re Northrop - Triad outstanding 
matters. 

"In anticipation of our meeting on Friday Oct. 22, set forth below is a 
synopsis of outstanding Issues to be resolved between us: 

a. Product agreement No7 5 - Phase IV. Ambiguity in agreement regarding 
coverage under direct sales in compensation rates. Copy of product 
agreement containing Triad's revised language was attached. 

b. Compensation - Phase III: 

"Northrop proposes to deduct from compensation payable under the 
Phase III program the sum of $250,000 (see letter from M. Gonzalez 
of 7 June 1972 attached). This is clearly not in accordance with our 
prior arrangements for*%3iy**we undertook to cover certain expenses for 
Northrop in return for an adjustment in items to be covered by our 
rate of compensation. The subject $250,000 was at that time an out¬ 
standing obligation of Northrop which you agreed to honor independently 
and was therefore not included in our accord." 

c. Advance - Aircraft and Phase III. This section Khasshoggi requests 
advance payments to be increased from the 30 V. already approved to 
7SX of the commissions due under the programs. 

d. Assignment to BSR - Phase III: 

"Mr. Robert Watts has notified us that the assignment wt fnr-urdi.] to 
your office In favor of USR in covering Phase III is not In nnord with 
his understanding since it assignes one quarter of 1Z instead of of 


IX. 
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In this regard, please clarity for Mr, Watts the agreement reached 
in the meeting among ourselves, Mr. Souki and Mr. Roosevelt." 
c. Relationship BSR: 

"in order to resolve problems reflected such as that in d above, 

I believe that it is necessary in future, a.id beginning with 
Product agreement No, 5, to proceed on the basis that any compensation 
rate sot forth in such product agreements is a compensation to Triad 
and does not include any compensation to BSK. If, after execution 
of any 6uch product agreement, Northrop wishes the past compensation 
to BSR through Triad, it may do so by adding such compensation to 
BSR to the compensation rate set forth in the relevant product 
agreement and Triad will execute an assignment such additional 
compensation." 
f. Assignment - TFF to TIM: 

Discusses assignment of all of Triad financial arrangements £ com¬ 
pensation under existing agreements to Triad International Marketing 
S. A. 


Memo from Gates to Gonzalez, Kuska and Watts re Northrop - Triad. 

This discusses Cates' response to Khasshoggl's memorandum dated 10*27-72. 

1. Product agreement No. 5 - IV. 

Increase In fee for: BSR - Phase III, 

2. "It is my understanding that AK's correct in his assessment here, and 

that the 250K was ours to pick up, and was the subject of my Fehrti^r^^^ ^ 
visit to Saudi Arabia, which Gonzalez asked me to take. We used AK's 
account merely as a mechanism to get I he 250K to the recipient." 

3. Advances: 

"AK's basic contention is that lie needs these advances in order to 
continue preparing the groundwork for follow on F-5 purchases during 
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the Saudi 1973 budget year. It appears to me that the climate at Northrop 
is not very conducive to meeting his request but we should consider it, 
as we have told him in the past, we would do. M 

4. Assignment to BSR - Phase III - extracted is the tollowing: 

"Souki has conceded that we should go ahead and process this 'c from 
AK and has asked that we find the additional \Z, i.c., approximately 
300K, from some other part of the program at some time in the future. 
Possibility of it coming from some future arrangements with Souki and 
perhaps could be included in follow on aircraft by his. He is not 
pressing for an immediate solution, but would like for us eventually 

to find the other It in concert with our intended commitment at the outset, 
although the legal paperwork does not seem to exist." 

5. Relationship with BSR 

It has become clear that in any future programs in which Saudi and BSR 
are involved, we should execute the agreement directly with BSR and 
not through Triad. There are too many complications, changes in potential 
problems and hard feelings. AK has agreed that in his negotiations with 
the customer he will include BSR'.s fee as well as his as an overall number 
to be included. 

6. Assignment - this is the legal manner in which we have to ensure that 
Northrop does not end up with any problems as to releasing TFE from its 
responsibilities. 

Subjects to be resolved: (1) When we settle our position on product 
agreement 5 for Phase IV, we should clarify to Souki his position in 
the commissions structure.’ (2) Detcrminot ion on the conuni ttment to 

(3) Ensuring that our systems with Cochran in the communeations 

loop between Northrop and the U.S. and Triad on such matters as the above. 

# 

If there is any lack of clarity of responsibilities between the various 





12-6-72 


1-3-73 


1-8-73 


elements of Northrop and Cochran, those muni he clarified. 

From Rog$n to Gonzalez re Surf (Translation Saudi). Subject tnnli«-r of 
this wire was for Information on commissioned earned on each agtcement 
with Triad or commissions to be earned on Phases I through Til. Informalio 
was to be mailed to: c/o Gerald Bolssiar, 4 Rue Du Mont Blanc, Geneva 
Switzerland att: Lou hauler transmitted a project which was going to 
be in Saudi and whether Northrop was interested in participating in any way. 
From hauler to Gonzalez - various commissions due to Triad on Phases I, TI, 
and III. The following is an extract from this letter; 

"Enclosed a copy of Mr. Lauler's letter to you of 15 Aug. 1972 concerning 
the treatment of the $250,000 'Advanced." ^as raised by Mr. Khasffogghi 
In a meeting with Mr. Robeit Gales in Beirut on 2 7 October. Mr. Gates 
affirmed at that time that the $250,000 was a Northrop commitment which 
would not reduce Triad’s fee." 

A letter from Sarnadr Souki to Cates re press clipping - A.. Khasshoggi. He 
encloses a translation of an article which appeared on Jan 3, 1973 in the 

"Letfanard Machine, a French satyrical weekly." Concerns Kha^hoggf and 

Mrs a* that 

has caused a lot of comment in Beirut. Tft T* Jfe doubts that there will be 
any backlash in the immediate future. However "We have often discussed 
the possibility that we may have to reconsider the relationship with 
Khasshoggi in the future. I would certainly not recommend it at this time 
but I intend to look quite seriously into possible replacement in the event 
that developments make this necessary.* Naturally, my investigations will 
be discreet and I will report further to you before- w« take any action." 

The article discussed a scandal in L*ibanon~regardlng the purchase of 
j French arms.The article describes Khasshoggi and states the following: 

I "A Saudi citizen displays a portrait of Mr. Nixon with compliments autographed 


by the American President. This President apparently appreciated the 
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f contribution of his friend in his doctoral campaign (a million dollars, 
it is said). And as a result of the many special friendships that Mr. 
Khasshoggi has in Washington, his enemies say that he is on the best of 
terms with the CIA, the base of the U.S. Special Services." 

Letter from Gates to Khasshoggi. This letter is in response to his memo 
of his meeting Khasshoggi's memorandum of Oct. 22, 1972. From this 
letter is the following: 

"With respect to the $250,000 first paid under Phase III which we have shown 
in our estimated payments schedules as a Triad obligation and which you have 
stated should be a Northrop obligation, we believe there is an honest 
misunderstanding. It was Northrop's intent that this should be a Triad 
obligation, however, this was not made clear to me and I acknowledge that 


in turn did not comnunclate this to you. It was, nevertheless, clearly 
agreed to at that time that Triad would be obligated to make payments equal 
to 1*3% out of this 5% on any construction work included in Phase III. The 
construction work included in Phase III amounts to approximately 20 
1 *jX of which would equal $300,000. We now have agreed that thcrefs no longer* 
requirement to pay out this mx therefore. Triad will be in a position to 
retain these funds. Along similar lines we are preparing to follow your 
counsel and pay to Triad another $150,000 to be used by you in a similar 
manner as was the first $250,000. The $150,000 and the $150,000 will be 
treated in the same fashion: that is, an advance to Triad, non-interest 
bearing and to be liquidated against last payments due to Triad under Phase ill 
Incidentally, if these combined sums were to bear interest, it would amount 
to in excess of $90,000. Manny Gonzalez has reviewed all of the above with 
Mr. MacLeod., It is my understanding that these payments and the above 
describe treatment of them as reflected in the schedules which were used bv 
Mr. MacLeod in his recent loon dealings on your behalf with the bank 
America." The balance of the letter deals primarily with the a.-.sign'iienl 
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to BSR in the amount of the advancos to he paid. 

1- 25-73 From n W. I. Lightfoot to C. R. Gates re agreement with Adnfln Khusahoggi. 

Letter discusses various matters on commission payments due Khmishnggt 
primarily the amount of the commissions and what portion should he assigned 
to Souki. 

2- 12-73 Letter from MacLeod to Gates: 

"Adnan has asked that I reaffirm to you his current understanding that 
the marketing expenses incurred in the sum of $150,000 and $250,000 would 
effectively be paid by Triad out of commissions which have been increased 
by the total of these two amounts." 

2-19-73 The letter from Gates to MacLeod re 2-12 letter concerning $150,000 and 

$250,000. 

H 0«»r position is that the $250,000, which has already been handled, and the 
$150,000, which I hope we can get handled in the near future, is a port of 
Triad's obligation and is to be liquidated against the last payment due to 
Triad under Phase III, as $250,000 lias been previously shown in the payment 
schedules. In Watts' letter of 21 April 1972 to Adnan and you, he clarifies 
everyone's agreement that it is Triad's obligation to take care of the 
special commitment up to one million, five hundred thousand in the event 
that the total facilities under Piiase III, and/or what would have been 
Phase IV were to be purchased at the full price. In Phase III, the amount, 
of the facilities was reduced considerably and ihe one million five hundred 
thousand dollar commitment was reduced to approximately $300,000. However, 
we have agreed that there is no longer the requirement to pay this $300,000 
because of requirement, and therefore, the $300,000 now exists ns part of 
Triad's commissions but without the requirement to pass It on. Hence, it 
is Norchrop's position that we will, at the earliest possible time, advance 
$150,000 to Triad to handle expeditiously and that this $150,000 will be 
liquidated against the last payment due Triad under Phase III but does not 


< 


\ 
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(represent an increase in the total commissions to Triad other than has 
been reflected in the $300,000 discussed above. 1 hope this clarifies this 
situation. If you.inform us in the near future as to the manner in which 
you would like the $150,000 advanced to 1’rlad for your handling, we will qct 
promptly." 

Wire from the ASi) WPFB Ohio. To A. F. P.R.O. Northrop Corp. , Hawthorne 
Subject unusual costs of doing business with a foreign government. 

Wire is stamped routine. It deals with the Saudi sales commission or 
agent fees as to whether they were part of the Pi?A study to which North rop 
contributed cost data which led to the signed letter of offer and a'ccepcarT 
between the foreign and U. S. Government. 

"Request information in accordance with as per regulations concerning the 
qualifications of the bona fide established or selling agency maintained by 
the contractor, etc." 

In response to the aforementioned inquiry regarding Saudi commissions. 

This says we wish to advise that although this element of cost was not 
specifically identified it was included in the cost information furnished.’ 
From a J. Gaston Kent, Captain USAF requesting information re the full 
details and background of Northrop's agreement with Triad. 

Memo from Gates to re unresolved problems in Saudi Arabia 

"As of our last meeting, the result around your table was that this is AX' s' 
problem to solve and that we are not going to provide the solution ourselvqs. 
It is very clear that AK thinks this is Northrop's problem to solve but he * 
is not going to take care of it. He firmly believes that he had a commitment 
from Northrop that wo would take care of this situation, and 1 am convince^ 
he is not going to move. 
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.Inputs fro* several people, such as Ben Collins, Clen Lord, SamtMr 
Soufcl and Kim Roosevelt, establish that the individual in question 
Is not going to take a very positive attitude towards Northrop programs 
until this problem is settled. Hanging In abeyance Is the NADC pro¬ 
posal on Cantonments, the follow and buy of F5E's plus perhaps a 
few other programs in which the RSAF would not hove input to the 
decision. I an convinced that we are not going to get this positive 
input in the current environment. 

St* Either of two things has to be done: (1) Northrop reaffirms that this 

is AK's problem and we are willing to suffer the consequences of delay 
or lack of success in at least the two previously stated programs, 

(2) we agree that Northrop will provide the resources through AK for 
the situation to be settled to the individuals' satisfaction. 

Although this is an unpopular subject it is absolutely urgent that it 
be settled within the next few days." 

4-30-73 A memo from C. R. Gates re FSE-Saudl Arabia's relationship with Arab 

nations. 

Memo discusses various matters such as Saudi Arabia relationship with 
E&ypt, Saudi relationship with Gulf area states, F5E follow-on procurement 
for RSAF, and Lightning Interceptor i . placement for RSAF. Transmission 
of information retained from Khasahoggi regarding various sales possibil¬ 
ities and other information in those nreaS. Indicates that Khasahoggi 
would like to have Northrop's position on various matters and also 
Khasahoggi was asking for Northrop's positions on those programs ami 
which 7 SS r want and would like him to be involved. 4 Matters covered in 
the memo that are pertinent to our Investigation other than the fact 
that Khasahoggi apparently keeps Northrop informed of arms procurement 
matters in the Middle East. 



Nay 3, 1973 


5-16-73 


Undated 


6-20-73 


Memo froe Cates to , ffoyd, Kuska and Consalex . As 

F-4 for Saudi Arabia/^Trlad representation. 

This eeao refers back to Cates' memo dated 4-30-73 and addresses Ltsalf 
to the possibility allowing Khnsmhoggl to becoec involved with 

the procurement of another aircraft other than Northrop'* in the 
Middle East. 


Letter from Gates to Khasshogei. Discusses In detail Northrop's 
position on the matters described in Cates' memo of 4-30-73. There 
is “included in this letter amfraMmaomf which I feel ami pertinent to 
the investigation. 

Draft of a letterdinsignod^f rom Manny Gonzalez to MacLeod. 

This letter apparently was never mailed. Addresses Itself to the 
of commissions paid to Triad and the audit review being conducted by 

a*! 

the U. S. Air Force for allowability and reimbursement. Aitatoment 
regarding Triad's right to receive commissions is still subject to the 
approval of the U. S. government. 

Memo from George Core to Coizaloz re Peacchavk commissions. 

This letter summarizes Core's response to questions raised by Mr. Gonzalez 
concerning Triad's commissions. Ills answers were as follows: 

(1) The payment of commissions to Triad on the Peacehawk program is 


ts (=T 


permitted by U. S. law. (2) Subparagraph 2 G of the Oct. 4, 1970 
marketing agreement is still in full force and effect. The effect of 
subparagraph 2 G is to limit commission payments to Triad to the amount 
approved by the U. S. government kas recognized cost in the negotiation 
of contracts with us. V goes on to further details and indicates that 


his conclusion was that both parties intended to revise a marketing 
agreement so that the amount of commissions payable to Triad was not 
restricted to whatever amount was approved by the U. S. government. 
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*-20-73 


0-20-73 


9-11-73 


9-11-73 


9-17-73 


12-3-73 


Latter to Triad fro* Gate*. consent by Northrop of a deviation 
under the Marketing agreement to Triad** reproaentation of British 
Aircraft Corporation, Ltd. concerning sole of Jaguar type aircraft 
to the governnent of Saudi. Aircraft for resale or redallvary to 
Egypt. 

Proa Gates to Triad. 

MMi Northrop's consent for a deviation under the Marketing agreement 
to Triad's representation of NcDonnell Douglas concerning its said 
of F-4 type aircraft by the use of the government of Saudi Arabia. 

From Cates to Triad 

Consent for Triad's representation of British Aircraft Corporation. 

From Gates to Triad-involves transmittal of agreements concerning consent 
for Triad to represent other companies. 

From MacLeod to Gonzalez - Confirmation 7 ^*** object to Triad's receipt 


of $33,160 


they fully release Northrop from all claims that they 


now have against Northrop*iHompensatIon out of the Phase I of the 

tyllftg ftt 1* 

Peacehawk program. Ajubject to Northrop holding Triad harmless against 
any claims for compensation under the aforenmcntloned Phase I made by BSR. 
Memo to file from Gonzalez - copies to Lloyd and G 
Addresses itself regarding Saudi commissions -******^^>^such commiSj 


to Northrop. It Indicates that a wire was sent to Ambassador Aikens 
in country and was signed by Henry Kissinger, Message indicated that 
it was understood that there were many important matters involved in 
the U. S. and Saudi relationships but that among them was the subject of 
commissions. "The message', according to Orsinl, (Orsinl is a Captain in 
the Airforce who Is involved in F5 program review), covered the conversation 
I had with Khasshoggl and his conversation with Sultan. It pointed oat 



12/7/73 


Jsnuary/74 

No date 


3-8-74 




this was a very sensitive subject and indicated that, if this matter 
couldn't be resolved, it could cause quite a loss to Northrop 3ince 
ve do have a firm agreement with Khasahoggi. It stated that Sultan 
was reportedly prepared to indicate tlmt agents wero acceptable on FMS 
cases and that something in the range of 51 would be deemed a reasonable 
fee. It also asked Aikensto report immediately on any conversation he 
has had with Sultan on the subject." The memo goes on state Conzalez' 
contact with Ben Collins regarding the follow up by Atken9. He receivej 
a message on Nov. 29 from Collins concerning his meeting with Aikens: 

"Aikens had met with Sultan a couple of times. Sultan has never mentioned 
fees, such as to Khasahoggi, to Ambassador Aikens. Aikens understandably 
takes position he will report to U. S. government whatever Sultan tells 
him, but Aikens will not take the initiative to find out. I briefed 
Aikens that this was’only hold up on definltization. Aikens told me 

I'd better find Khasahoggi and get him to speed up Sultan." 

From Gonzales to Lauler-subject appointment of Mr. Paul Champion, 

Gonzalez* executive assistantVw^lf^rcsponsibility for business relationships 
between the Aircraft Division and its Internationa' Sales Commission agents. 
The Airforce to Northrop indicating that all—restrictions on payments 
of PeSCehawk fees have been removed. 

^Contains varibus correspondence between Northrop and the Air Force re 
payment of agency fees and the inclusion of such fees In the Pcacehavk 
contract. 

To file from Champion re discussions with Souki and Khasahoggi. 

Describes a meeting at the.Corporate office. eUi attendance for Northrop 
was Gates, Kauska, Gonzalez and Champion^VW?rival of the Triad people, 


Souki discussed his requirements with regards to the consultant contract 
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covering the territory of Lebanon. Such requirements were 32 of the 
bottom linr^f{»at # the)^woui^ write such a contract, but the 32 would 
be subject to prior approval of the USAF as to reasonableness. The 


possibility of procurement in Sudan was discussed 




u/*s+ +*ysta'ur^ 


the planes 


would be financed through Saudi Arabia. The agent would be SnJimlgsa 

who is a Lebanese national and was instrumental in obtaining ilieior Smn*' 

station for Page. HeMaVsed the point about being short changed about 

a quarter of 12 on the Peacchawk III program. ^Ttfat^the sum which 

amounts to approximately $275,000 should be made available to him. He 

was advised that there is no way Northrop con make such a payment except 

out of their own funds. Another Saudi program was in the offing which 

was a logistic program in Saudi similar to the program, 

except that it would cover aircraft other than the F5 and that it might 

be possible to recover some or all of the *t2 for Soukl. hr 04 -o/a^/i 

between Gates and Kouska that Souki's relationship with Northrop would bo 

reviewed and more clearly defined as to what activity fell within the 

scope of the retainer fee and whiih fell under comraissionable sales. 

Peacehavk III program was discussed and AK's coomission thereon. 
Gonzalez pointed out that U.S. government policy on follow-on programs uA& 
T^^ihould carry a lesser commission than the initial programs. 

pointed out that he had advised General Trimble that Northrop had a CL 
contract with Triad which covered follow-ons through 1976 and that 
commissions would be included at the same rate as the initial program. 

AK’s recommcndations were requested as to the approach to be taken with 
the USG. These were: a. To reduce the comnission by a small amount in 
order to show good faith; b. To come in with the entire commission and 


fight for approval; c. Obtain 
(Omar S.iqqaf) or Sultan that a 
instance K wants to put in the 


the assurance of Saudi Foreign Minister 
52 fee is usual and reasonable. In this 
entire 52 and he would talk to the Saudi 
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Foreign Minister upon his return to Saudi, if K5E aircraft which Saudi 
desires and which the Sultan had requested a Letter of Offer was dis¬ 
cussed. Sultan is somewhat upset because this had not been forthcoming. 
That because of a study -of Saudi requirements had been requested, perhaps 
that precluded or eliminated the necessity for a Letter of Offer on the 
50 aircraft followon. This is not the case, they want the Letter of Offer 
and the study & subsequent requirements. 

AK has asked Northrop for a white paper (Kuska getting thi^Manner) 
outlining the required dates for all actions necessary for Saudi followon 
programs and he will check on these on his return to Saudi. 

Letter from Khasshoggi to Gonzalez,, subject to Triad's receipt of the 
sum of $33,160, they hereby fully release and discharge Northrop from 
all claims they now have against Northrop for compensation arising out 
of the performance of Phase 1 of the Peacehawk program, ^fearlier a previous 
release form was issued and this had the qualification of Northrop indem¬ 
nifying Triad against any claims by 

o 

Memo from Champion to Ksuska re followon Saudi proposals. ,7 Letter outlines 

discussions with Major General Trimble and other atr force personnel 

regarding followmSaudl proposals and the inclusion therein of commissions. 
IrHusstnj 

lommmt of such commissions was discussed as well as Trimble's feeling 
that followon commissions should be less than on the additional sale, 
and further, why pay any agent at all. At the outset of the program 
agreements were made committing Northrop to over a specific 

period of time and that they were bound by the agreements. He (Trimble) 
then agreed that Northrop was probably correct and that the U. S. Govern¬ 
ment should not take a position forcing Northrop to renege on an agreement 
Trimble asked Captain Orsini to check on the current political climate 
between the U. S. and Saudi to determine whether it would be advisable 
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at this time to seek concurrence of the Saudi Government as to the payment 
of commissions. He pointed out that previous agreements to the Phase 111 
commission was the result of not wanting to etnharras / sMrTlight of the 
touchy situation during and after the October Afid-tfast war. He then 
suggested that Bob Gates see that AK gets the word that the subject of 
assurance from Saudi Arabia that the commissions are reasonable may arise 
again. U.S. Embassy talks to the Sultan the Embassy should be advised 

rp-,T u/AS Sftro 

that the figure of 5J! is considered reasonable, 3mat the commissions 
are usual and the fees would be considered reasonable in the area of 
perhaps 2 to 10Z,as in such a case, we would have to support why it is not 


Memo from Champion to M. Elkin re Saudi Phase IV commissions. 

This memo discusses the commission base on the Phase IV program. 

A signed letter from Champion to Major General Robert F. Trimble. 

This letter CM transmitted information regarding the magnitude of the 
agents fees in connection with the Saudi followon in-country program. 

It Indicates that they have had direction to propose the program on a 
40-month basis instead of a 24-month span upon which the figures which 
he had previously mentioned were based. <tSc losed for Trimble’s review 
and comment ^«tf**consultant agreements in connection with perspective sales 
to Lebanon and Ecuador. ^iftf^Tending Trimble selling agreements was to 
develop mutual understanding of each other’s requirements so that 
Northrop might conclude its agreements with foreign sales representatives 
by a higher degree of assuranceagreements would be satisfactory 
wwjfafh n i—*4f>tmm ir y to all parties such as stated in this letter. 

From Gonzalez to Gates re fees on Surf followon. ^A translation of 


symbols*attached. 


code symbols are shown parenthetically ' 


59-120 0 - 76 - 56 
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Champion had meeting with Trimble. He Indicates maybe climate fins changed 
sufficiently. Position between Atkins (X-Ray) and Sultan (Toasi) 
occur this time nround. We assume inquiry along those lines will be 
sent to Atkins ^attempt get that word to Collins (Halo) so lie can track 
at that end. Also advise Khasmhoggl (Wishbone) of this possibility 
and that he should have him prepare for a discussion along lines we 
recommended before including reference to a specific percentage. 

Wire from Souki to Gonzalez - Gates message was relayed to Collins. 

Wire from Champion to Gonzalez ro Phase IV Saudi program commissions. 
"Normal commission payable against Phase IV 1 s 5X total costs less 
excludable items. The third amendment to the marketing agreement provided 
for additional compensation to be paid our agent in the amount of $450K 
which has been paid. This is not ant advance payment; hut^here is 
additional business on the F5 program (except for aircraft) the above 
sum may be deducted from commissions due under such new business. If 
there is no new business the sum is not recoverable. ' If however there 
is a sale prior to the expiration date of Oct. 4, 1976, and Northrop 
takes the credit, then the contract is automatically extended for another 
five years from the date of the sale . only provision of our agreement 

whereby the contract extension is automatic. Therefore if we allow the 
contract to expire it would involve forfeiture of the possible credit of 
$450K. It is possible that such course be advisable as it would indicate 
that we were not disposed to continue our present contract heyond Oct. 4, 
1976. Such an indication on Northrop's part could lead to f (tf) 

Intensified effort to make a large volume of sales prior to 10-4-76. 
(However sales of F5 products up to 10-4-78 are commissi unable if sold 
on a direct basis )(tty We might be able to negotiate a new agreement in 
terms more attractive to Northrop and U. S. G.(js)Agcnt might start pushing 
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for sales after 1976.<^Agont might desire to terminate tlie agreement 
now and start a new relationship with a competitor, a t 

$450K to future soles, we extond that agreement for five years. If not. 
It will expire Oct. 4, 1976. However, we might bo able to negotiate 
something In between which would be more advantageous than the current 
agreement." 

Memo from Champion to Gates, Gonzalez and Kouska re Phase IV Saudi 

program commissions. The memo is to clarify memo dated 5-7-74 and to 

provide them with additional Information which will support a course 

^ of action. 4 The Phase IV program which will produce 6 to 10 millions 
> 

in commissions is covered by product agreement No. 3 with Triad, and 
If the $400K payable referred to in my previous memo is taken against 
this sale - then product agreement No. 3 will be extended for five years. 
,f> A possible place to take the credit is against the CONDEfbT Program, 
which falls under product agreement No. 2 and carries a rate of commission 
which is IX lower thon product agreement No. 3. Commissions payable 
under tho CONDEflTT Program amount to about $56K for the Initial program 
covering engineering services and depot operations. Maintenance, repairs 
& 4 V 0 ,etC ', could add commissions as much as $200K over tho next year (contract 
runs to 8-31-75). If we take credit on either (not both) that product 
agreement will be extended. If we take a little on each, they both will 
be extended. It is expected, however, that tho CONDETOT Program will 
be extended beyond 8-31-75 and that eventually the commissions might be 
$450K. '' 

Wire from Ben Collins to Gonzalez ?(translation Indicated Khashoggl) 
informed CRG that a decree is expected shortly which will require use 
of nationals such as his organization. Suggest you discuss with Bob on 
his return. In the meantime, 1 will see what can be found out. 
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5-23-74 


Homo from Consoles to r&2tfgc ro comlssions on Saudi *IMvflfc*fV 
Setting forth an estimate of the amount of commission* on Phase IV 
based upon the Indicated scope of work. This amounted to approximately 
$12 million. 

fliat M for a followon effort this, of course, will raise many questions 
and should run into considerable difficulty; however, three things will 
be kept in mind in this connectiut: 

1. Our contract with Khasihoggl provides that he will receive a commission 
only to the extent that we are reimbursed for It. .I'm sure that 
Khasshoggi is not really aware that this is the way that^eads, 

but If we have to make him aware of it, naturally we will. 

2. For some period of time, Khasshoggi has been indicating that a 
decree,(equivalent of a Saudi law,)will be published not only 
authorizing the use of agents, but, in essence, make them mandatoi 
We have received word from Ben Collins that according to Khasshoggi 
such s decree is expected momentarily. 

3. It is currently planned that the followon effort will be Incorporated 
into the existing contract by amendment rather than covered by a 

new and separate contract. The existing contract provides that 

"any amendment or modification to this definitive contract, including 

termination hereof, which increases or decreases the contract price, 

will be ’subject to the application of 5% commission fee pursuant 

to the sales agreement and the price of CLIN 0015 will be adjusted 

accordingly." Therefore, if the current plan holds, the additional 

effort will be simply an amendment to the existing contract and 

automatically the 5% commission fee will be recognized. 

JT 0 t a/ /+ //4wwJ 

Memo from Cates to Gonzales* to get the S.iuuis to officially tome forwgj^^^ 
to the U. S. Ambassador and acknowledge that the use of representatives 
at _a reasonable compensation. That he has talked to Khasshoggi and Lhat 


£=r 
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he had been advised not to do so since tlicre In supposedly a new royal 
decree coning out in approximately 60 days, which requires foreign 
companies operating in Saudi to have in-eou«try representat Jv*-<. H 
goes on to indicate that we will continue to monitor the status of the 
decree so that we can determine spec if leally how we can proceed, 

7-12-74 Prom W.JTanner to Bon Collins 

NUSUB review at iQbss, (translation SAA1.C) 11 and 12 July went smoothly. 
Presented volume I ? 

(translation USAF) program description draft copies our version of supply 
and construction. Ate. received with appreciation. To our basic figure 
we can add social insurance which make number Y (translation 301). 

Croman will add the contingency factor l.ttcr. Believu he is thinking 
of T (5!t). On morning of 12 July, Croman briefed Mass. No hitches. 

Croman briefs Satan (transalatlon AI’LC) on 16 July and Holt 17-19 July. 
Holt team will depart for Wit ip (Saudi) 24 July. Hush (Moline) will depart 
22 July. Rest of team to depart 24 July. Will advise team composition 
early next week. Croman and McCrocklln completely non receptive to ~ 
pricing G-l in not to exceed price con cern abo ut gold plating. 
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II. SAUDI ARABIA 

A. Aircraft Acquisition 

The JLotters of Offer and Acceptance (which is the standard 
DOD form of contract for FMS cases) havo been signed by the USAF and the 
Saudi Government for 20*F-5B and 30 F-52 aircraft. Those contracts are 


for approximately $35 million and $J05 million respectively and include 
modification costs to incorporate the peculiar requirements established by 
the Saudis (l. o. T-38 display system in the F-5B, Recce Pods for the F-5E, 
etc.), plus mobile training sets, AGE and 2 years of operational spares. 

By the terms of the contracts, the costs are estimated only and actual coats 
arc* to be paid by the Saudis. Some of the line items have cost ostimatos 
which are tight, but In the total sense the cost estimates are comfortable. 
There should be no difficulty in delivering those total systems within the 
total costs oaiimated. 


Delivery schedules arc established for the aircraft in the 
contracts. No difficulties are anticipated in making these delivery dates. 
However, we will have to continue to work closely with the USAF to insure 
that necessary AGE and spares arc delivered in advance to permit operation 
of the aircraft when delivered. Tr.e USAF survey team, which is now Ln 
Saudi Arabia, has indicated that this potential problem i3 rocogr.ir.cd and 
action has already been initiated to solve this problem before it occurs. 
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A unique feature has been used In establishing lae contract 
meul schedule for the F-5E. The Saudis expressed a rcqulromcpt tor a 
schedule of payments slower than the standard cash dependable undertaking 
schedule contained in the contract offered to the Saudis. The original 
schedule called for 0% ef the price to be paid in the first year, 49% In the 
second year and 49% in :ho third year with the remaining 2% in the fourth 
year. The schedule in the contract which was signed calls for 0% In the 
first yoar, 20% in the second year, 40% in the third year and 40% again in 
the fourth year. At 8% Intorest, it is estimated that this delay in payments 
will cost approximately $4. 5 million. Tidy estimated interest* cost has boon 
added to the original total program,cost estimate contained in the contracc. 
Northrop has agreed to accept delayed payments under its contract from the 
USAF to accommodate the delay in payments desired by the Saudis. Northrop 
will be reimbursed its actual intorest costs (including commitment faes and 
compensating balance requirements). Our peak financing investment should 
be approximately $40 million and the average quarterly financing lave icrior.t 
will run approximately $17 million. This is tho first time interest coats 
are to bo recognized as an allowable item of cost under a USAF contract. 


The cooperation and support from all agencies o: tlu U. S. 
Government has been outstanding and in large measure is the reason ».*.*.*, 
the period from proposal to contract was shorter und smoother .ban usual. 
The U. S. personnel in-country (particul«%rly Ambassador Thacher and 
Gen. Smith) were dedicated to making tho sale and arc dedicated to making 
sure that tho program is a success in all respects. 


- 8 - 



D. 


Maintenance and Trainin’* 


The Saudi F~ 5 Program has been looked upon as being a three- 
phased program: ' 

Phase I - F-5B's 
‘Phase H - F-5E'$ 

Phase HI - Maintenance & Training 

As indicated above, the first two phases are under contract. Phase III 
is a requirement and will be placed under contract within approximately 
six months or loss. 

The third phase will require approximately 500 people at peak 
and through 1974 should total approximately $75 million in sales. This is 
business which Northrop should acquire and we intend to vigorously pursue. 
Our competition for this business is Lockheed Air Service. 

At the suggestion of our Saudi sales rep, Adnan Khashoggi, 
we entered into an agreement with Lockheed approximately 6 months ago. 
This agreement, in substance, provides that Lockheed would support our 
F-5 sales effort and, if it is the expressed desire of the Saudi Govarr..r.on t 
and Lockheed is designated as the ovoraU maintenance prime contract or 
for :.ii Sa u di aircraft , Northrop v/ould support Lockheed*s .Yiair.tonancu 
effort. There are indicators that Lockheed was of som.t help in the L*.\u:a: 
F-5 sales effort although the value of this limited help is of some question. 
When the proposed nature of the sale switched from a cor.trc.ctor to govern¬ 
ment form to an FMS form (with a significantly reduced commission to the* 
jalub agent), Lockheed did suggest to Khashoggi and to Gen. ( who 
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would have shared in a direct sal a commission) that the Saudis purchase 
the aircraft from Lockhood since they"know how to keep a sale from going 
FMS in order to keep commissions high." The switch, however, was directed 
by Prince Sultan, the Minister of Defense and Aviation (and Gen. 
boss), among other reasons for the purpose of avoiding unnecessary and 
improperly high commissions. Lockheed's efforts here were, however, a 
first indication that they were working to undercut Northrop rather than 
support Northrop. 

Subsequently, as a result of Lockheed's pressure on Gen. Hashim 
(who receives a commission of 6% on all Lockheed sales in-country), the 3 
Northrop members and 1 G. E. member of the USAF survey team now in- 
country were removed from the team. This is unfortunate for the Saudi Air 
Force since the peculiar knowledge of the manufacturer is really a require¬ 
ment if the survey toam is to do the most effective job. We have always 
participated as team members in other countries. The reason given by 
Gen. Hashim for requesting that Northrop team members be removed from 
the toam is that it might give Northrop a competitive advantage in proposing 
on the maintenance and training package (Phase III). This clearly indicates 
that Lockheed is working outside of the spirit of our agreement. For this 
reason alone we feci we have no requirement to provide support-to Lockheed 
in its Phase III effort. In addition, and most important in this connection, 
the Saudi Government has not expressed a desire that Lockheed be a prime 
contractor for all maintenance in the Air Force even though Lockheed has 
repeatedly submitted proposals to do so. For this reason, Northrop is free 



to compote for the Phase III business in spite of our agreement with Lockheed* 

It is logical that Northrop, as opposed to Lockheed, sl^puid be 
the prime contractor for Phase IU. Lockheed has done a good job for the 
Saudis on the C-130's. They havo qualified people and experience in-country, 
however, the primary reason for their success on the C-130 program is 
they also have the manufacturer's knowledge of the produce and interest in 
its successful operation. These are unique to any manufacturer and would 
not be available to Lockheed on the F-5, whereas Northrop has qualified 
people and the manufacturer's knowledge of and interest in the product, 

/ 

It is anticipated that the contract for Phase ill will go direct 
rather than FMS since the USAF, although they have indicated that they 
would go FMS if pressed into it, has expressed a desire to not bo contractually 
involved in thi3 phase. Northrop's chances of winning a competition against 
Lockheed for Phase III would be improved under an FMS case, so we are 
working with the USAF to keep this option open. 

We do intend to compete for this business for two reasons: 

1) It is good and profitable business, and 2) It is in the best interest of 

the total program that the best qualified contractor be responsible for the work 

an:: Northrop rather than Lockheed is bits': qualified to maintain the F-5 and 


train tho Saudis to assume this maintenance task. 
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SAUDI ARABIAN F-5E AND PHASE III DISCUSSION ITEMS 

1, What is the Minister of Finanofs resistance to accepting the payment 

‘ ** * i .»•* - **•. /. .* .1. 4«; 

schedule recommended by ISA ? 

2, Is Hashim holding up the signing of tbs F-5E letter of offer until 
he is assured LAS will get the lion's share of Phase III? 


3. Is there any type of financial relationship between the Minister 06 
Finance and Hashim which would result in personal compensation 
to either one? * 


4. Is the Minister of Finance, through Hashim's encouragement, 
forcing the F-5E financial terms to the point where it may be 
unacceptable to the USC? 

5. What Is the Minister of Defenee's current thinking and direction 
on Phase HI*-direct sale vs. FMS? 

6. What has been the latest Hashim influence on Phase HI relative 
to LAS's being awarded a contract? 

7. How does LAS's TAG program (do they now have a contract?) 
influence LAS position in Phase IU ? 

8. Why did Hashim disapprove Northrop and G. E. experts on survey 


team? 




Saudi Arabian F-5E and Phase III Discussion Items 


Page i 


9. Hat LAS'# overt action regarding disrupting the .smooth flow of 

events on the F*5E letter of offer had anything to do with direction 
from Hashlm? 

10* Is Hashlm fully aware of his compensation from Northrop on 

Phase 111 and does he fully understand that the success of the program 
witl rest largely with Northrop** ability to support It technically? 

11, What are your step by step recommendations to have the F-5E 

/ 

letter of offer signed before it expires 1 October? 

12, What are your step by step recommendations regarding Phase III 
and Northrop/JLAS relationship to Phase in? 






*■* •. * < m 'H»t Mt.^SAOt trrni, a u c bow h i•: 4*1:1| tw ouu iirt mBH*» 

Vk CONFUSED AND CONCERNED BY Y011II UROENT 
Ttirkl 

MESSAGE REt.ATfVE PILGRIM CONVERSATION WITH 
Smith 

CART. IUIT WE SOMEWHAT RELIEVED BY YOUR 1NDU 
• Smith Thachor 

CATION THAI’ CART AND ANCHOR TREATING SUBJECT 

Thac.luir 

AS RUMOR. AS DISCUSSED WITH ANCHOR BY PRUNE DUR-. 

ING FINAL STAGES OF LETTER OF OFFER NEGOTIATIONS 

Sniull F-SB'a F«5E's Northrop 
Vj*\U SURF FOR ROSES AND ROSEBUDS, GARDENER DOES 


rtlttVM MACWIHJi HAVt A 


MAXIMUM 0^ II CMAfWCTflrr. 


LIM*. INCLUDING SPACfO. 


HAVE A CONSULTANT/REPRESENTATIVE AGREEMENT 
Khnfthonfti 

WITH WISHBONE COMPANY. THE FEE TO BE PAID UNDEF 
PROVISIONS OF THAT AGREEMENT FOR AN FMS CASE IS 
CONSISTENT WITH AND ALLOWABLE UNDER ASPR. BY 


WAY OF CONTRAST, IF ROSES SALE HAD GONE DIRECT 
RATHER THAN FMS, OUR AGREEMENT WITH WIStioSflE 
WOULD HAVE REQUIRED PAYMENT OF A COMMISSION 
SUBSTANTIALLY HIGHER THAN ANYTHING PERMITTED 

rot* A’umiftfiAi. MAct*. ir.i: t fm« conriMUATiow paok _ 


V 

- r.M 

;* V , 'V’ v '* 

W&iX 


MANUEL O. GONZALEZ 


flOOO 1 6S| 470Q 


A U tm im/A 1 Kill l<m IHAH‘4Aiy40M A HO CCHHMC A I WMJHAjf Till; IHTO M MA flow 1/1 IJ NCLA.f.H II I I 

r w&rtiui iTT?r~**'.~rL®— ,+ tt>— . ’ 1 J1 "|“i*»73IJr r " r ^* r, “"j iTa7 


A* IM • ( A«tf , . 









890 


Wdi' M<’* • '^i***. i' 1 


Ml s*.^r.i, iimt ikxiihI •■^* ii i_ im'iMiii w mw- » 


;Y ASPIt r.PT (IIY WAY OF EDITORIAL COMMKNT) STILL 

ThnWmr 

* AY UNDER COMMISSIONS OF TIIK RANGE ANCHOR 
NDICA*‘U I> HAD REI>OKTEDLY BEEN PAID ON OTHER 


; Klmflimni'i 

!>|IU:OV KALES. SAME AGREEMENT WITH WISHBONE 

Plmno MI Phan* ( Pltafto It 

OVERS SCISSORS AS WELL AS ROCK AND PAPER? 


Phase III 

rifWREEORE, AS LONG AS SCISSORS f 


STAYS AS AN 


•‘MS CASE THROUGH UNCLE ANY FEE PAID WOULD BE 
‘.ONS (STENT WITH ASPR. 


.ATIIER THAN SPECULATE ON WHAT OR WHO COULD 
Turki'a 

AVF. PRECIPITATED PILGRIM'S COMMENTS EYE TRUST 

r MORE MEANtNGFUL FOR ME TO REAFFIRM THE 
Thachcr Smith 

noVE TO ANCHOR AND TO CART AND TO ASSURE THEM 


ll^UGH THIS MESSAGE OF THE FOLLOWING ADDITIONAL 
"WO POINTS: 

North ron 

ONE* GARDENER HAS NOT AND WILL NOT MAKE AN 

PAYMENTS ON THIS PROGRAM EXCEPT FOR THE 
Khaehoccl 

FEE DUE TO WLSI (BONlf UNDER OUR AGREEMENT 

WITH HIM WHICH IS CONSISTENT WITH ASPR. 

Northrop * 

TWO: GARDENER RECOGNIZES THE IMPORTANCE 

OF THIS PROGRAM TO ALL PARTIES CONCERNED 

AND ITS POSSIBLE IMPACT ON TIIE NATURE OP 

Saudi U. S, 

THE RELATIONSHIP BETWEEN SURF AND UNCLE 
AND I IAS NO INTENTION OF JEOPARDIZING EITHER. 


• PQJlQT Use rjm_AMA 

. TfiUSTYMC MACMIHRf. WAV* A 

r ‘ * 

\ * V MAXIMUM OR IS CHARACTER* 

' rr.ri uwp, including spaccc. 


,«i . ■ < 

- *, « M ' 

<?*#t '* u 

* if \ **. •• 

* •• . • 

v I V.k 

■V . Y 


•■■f' * . 





801 


T rrmrr twii m m n«*t 



im.ka.sk .snow this kntirk mkssaok to <1art and 

Tli:M‘ln»r 

| ANCHOR 


^ 00 HOT me THIS ARP.A 

1 ' * TCLGTVne MACHINES HAVE A 
'maximum or t* CNAnAcrens 
PKh LIME. INCLUOINO SPACES. 











892 





TO t 

C.R. Gates 

SUBJECT j 

Situation Report 

COl'fflS : 

Grant Rogan 


Kim Roosevelt 


MEMORANDUM 



jSruX^C (/ 



March 16, 1973 


SS-73/297 


As a corporation, Northrop has to review its current and future 
plans in Saudi Arabia as a result of recent developments, t would tike to 
list a number of problems and later make certain suggestions} 

1. NAP 

NAD has a very good record on Peace Hawk but may run Into 
some static at General Zuhayr's level because of a lack of communication 
wlthjilm, Some communication had been established with General Hoshem 
when he was chief of staff of RSAF but little or no channels have been 
established with Zuhayr. This problem had been discussed In Hoshem's days 
between Messrs. T.V. Jones, K. Roosevelt, C.R. Gates and the writer In 
the presence of the Triad executives during Mr. Jones' visit to Riyadh, 

Some of tho decisions token there seem to hove boon Ignored after the retire* 
ment of General Hashem and the promotion of General Zuhayr. I understand 
that since then a letter was written to AK*on February 19 which does not 
conform to the plans agreed upon during the Riyadh meeting. The consequent 
misunderstanding is affecting the relations between Northrop and Triad on the 
one Kmd and possibly between Northrop and Zuhayr. This leads us to the 
second item which is to a large degree connected to the first: 

2. The Cantonment Program - N ADC 

The fact that Triad, through its president, Is saying that it will not 
work in future with Northrop unless item (1) is satisfactorily settled poses a 
problem to NADC. Again this problem is two pronged. Triad represents one 
problem and MAOC's relations and lines of communications with General 
Zuhayr is the second. Should Northrop at the corporate level decide to stick 
to Its viewpoint regarding Triad, then there is a real possibility that Triad will 
wdtk against NADC in the cantonment program. At the some time, the lost 
NADC executives who met with Zuhayr found him to be pleasant but distant. 


...2/ 



893 


, flit frl.j'l F (AST tf USINCS3 iCfIVICFS A V O Rcif EAKCH COHP. 


i»A3i 2 


Our ref: SS/73-297 


3. PAGE 

The Saudi decision to award the Backbone Project to Sirti was a bad 
blow. The Page-led consortium had three of the top Saudi agents working with 
them but at least two had to spend much of their time outside Saudi Arabia Ot 
critical periods and were unable to provido all the necessary assistance. Some 
of the companies in the consortium also failed to convince the international 
experts on the technical aspects of the proposal, Siemens is particularly guilty 
of this. The Page offer was more expensive than Sirti but the technical report 
apparently also showed that Siemens was as good If not better although our 
technicians and others say that this report was very slanted and biased. One 
reason that was given for the award going to Sirti, in addition to the technical 
and price considerations, was that the Sirti agent, Ibrahim ol-Zahed, was so 
much in debt that the highest authorities in Saudi Arabia felt that by awarding 
the contract to his principals, he will make enough money to pay a substantial 
part of his debts. This may sound an amazing reason to people sifting in Century 
City but can be a very valid one In Saudi Arabia, Zahed* incidentally, owed 
some $8,000,000 to General Motors for cars imported ip 1967 and which he 
, failed to sell because of the Six-Day War. 

I understand that from a security point of view, Washington js quite 
upset that this vital communications project is going to a non-Americqn flrni 
* but ot the moment, only top level diplomatic intervention could reverse q deci¬ 
sion by the Saudi Government that has already been announced. Many of pur 
friends in Saudi Arabia have advised Page and Northrop not to create unneces¬ 
sary waves on the Backbone Project but to concentrate on the many other projects 
that are coming up. As for os Page is concerned, there are projects for color 
television, a small TV station in Abha estimated at $5,000,000 and q Broadcast 
Station estimated at $30,000,000 as well as a number of other telecommunications 
projects and subcontracting opportunities on the Jeddah Internqtionql Airport 
(which NADC has decided to no bid). The problem, as I see it. Is the selection 
of an agent or agents for Page on the various jobs coming up. There again^ 

Page is tied to Tried on some of its projects mainly in the field of telecommunica¬ 
tions and free to select other agents in other jobs such as those being put out by 
the Ministry of Information, PTT and the Notional Guard. I will revert to the 
Northrop/Triad relationship in this and other connections in a subsequent section 
of this report. 


59-120 0 - 76 - 57 
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4. Future Aircraft Requirements 

There is no question i;» the minds of all our sources that the Saudis are 
considering purchasing more aircraft. A white paper has been prepared and 
handed to AK's Beirut office >y K. Roosevelt and has been relayed to the author¬ 
ities. At least this is what Triad claims. We should, therefore, make sure that 
this has been done in effect and examine what more needs to be done in this 
respect. 


5. NWASI 

I understand that the Saudis are interested in this company for the 
maintenance of their helicopter fleet. I know little about this recent acquisition 
of Northrop's but I believe that it is a project that should be followed up. 

6. Vocational Training Institutes 

Don Hughes on his recent trips to Saudi Arabia has looked into this 
and apparently has decided that it is an interesting project to follow up by Page 
and this too should be followed up. 

7. World Wide Wilcocks 

I had recommended to Hunt of WWW Abdul-Majid Zahed as a replace¬ 
ment of Bugshan with whom Hunt was not satisfied. I understand that Abdul-Majid 
Zahed has worked quite satisfactorily and^hat WWW has either landed or is in 
the process of landing some contracts for some of the airports in Saudi Arabia -- 
navigational aids, etc. Abdul-Majid Zahed, incidentally, is the brother of 
Ibrahim Zahed who was the Sirti agent. The three brothers, Abdul-Majid, 

Ibrahim and Youssef split up some time ago and each is wording independently. 

8. Triad 

At my last meeting with AK, at which Don Hughes was present, he 
\ indicated that in future he was going to project a new image of himself as an 
international businessman and planned to move his own personal bose of opera¬ 
tions to either Geneva or London. He will confine his own personal efforts at 
obtaining two or three major contracts for his various clients in Saudi Arabia, 
but the rest of the time he will be building up his new international business 
which now apparently includes various projects in Europe. (I understand he Is 
opening a new office in Milan to supplement the offices he already has in 
Geneva, Paris end London) and his banking operation in the United States. 
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More recently, he seems to hove established a multl-dollor business in B/azji. 
That being the cose, Northrop must estobiish what, if any, of the Northrop 
projects Triad is interested in keeping and promoting— His performance on 
Backbone was-not satisfactory. The situation is further complicated by the 
disagreements mentioned previously in this report based on o conflict with 
Northrop on remuneration regarding Peoce Hawk. If Northrdf> Is adamant In 
Its position then it must break completely with Triad and seek new. representa¬ 
tives In Saudi Arabia. If Northrop wants to reach a satisfactory settlement * 
with Triad on the continuation of the Peace Hawk program and on-going air¬ 
craft requirements, then this must be done immediately. NAOC, too, will be 
affected by whatever course the corporate decision takes. Triad will not push 
the cantonment unless the Peace Hawk disagreement Is settled. 

The decision by Khashoggl to build up an international profile is due 
to mounting resentment against him in Saudi Arabia on the one hand, and his 
own ambitions to spread further than Saudi Arabia in his business operations. 
Being a realist, he knows that he cannot in the future hope to be awarded more 
than two or three contracts per year. Ho will, therefore, carefully select the 
ones which ore the most attractive. Northrop has to see which. If any, of its 
own interests can be handled by AK and then proceed on some other route for 
the other projects. * * 

With or without AK's personal presence. Triad remains one of the best 
organizations in Saudi Arabia particularly with the Ministry of Defense. There 
is no doubt that AK enjoys the friendship and confidence of Prince Sultan but 
even Sultan cannot channel all the MOD deals to Triad. In other ministries 
AK is less influential. With the National Guard, which apparently is being 
built up considerably in the next few years, he is considered persona non grata 
by Prince Abdallah, the Commander of the National Guard. AK's relations 
with Prince Fahd remain unclear. He obviously sees him particularly when the 
Prince is travelling in Europe, but it is uncertain as to how much support AK 
will get from Fahd. AK's fortunes in the future as far as Saudi Arabia is con¬ 
cerned will depend to some extent on who emerges ns the leading personality 
after King Feisal disappears. If Fahd becomes the real leader, there will be 
several other businessmen who will have as much if not more influence than 
AK. Should Sultan play the leading role, then AK may become even stronger 
than he was in the past unless Sultan decides to cut him down to size. Sulton 
may well do this in order to appease many of the critics that AK has in the 
country and on whose support Sujtan may want to rely. 


...5/ 
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It therefore becomes Important for Northrop to have a long, frank 
and decisive meeting with AK. On March 14, Kim Roosevelt called me from 
Washington and we both agreed that such a meeting should take place at which 
at least Bob Gate's/- Kim and I should be present. I am trying to establish 
where and when this meeting can take ploce. I will report by telex or phone 
to Gates or Roosevelt when I have located AK. However, before this meeting, 
some of the pending problems regarding Peace Hawk should be discussed and 
settled by Gates and those with whom he has to discuss these problems. 


SS:mh 
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from: M. G. Goofcaloz 


o«i#: 13 August 1973 


c*p!r»: W. E. Ganich 

F. W. Lloyd 

G. A. Kelley 

C. R. Gatos " 
M. Kunka 
R, II. Eddington 


On Thursday, 9 August, a meeting was held in Dave Alno's office with 
the following people in attendance: 

i 

DOD: 

Dave Alno 
Dick Violctte 
N. Weisoman 
J. fioenig 


- USAF: - * 

William Robinson 

Brig. Gen. Robort Trimble 

C&pt. Dale Oliver . 

Northron: 

Jim Holcombe 
Manny Gonzales 

Triad 

Adnan Khashoggi 
Dan Surface 

The mcctir. T was one I had arranged with William Robinson (see memo 
dated 3 August 1973) after Khashoggi had volunteered to moot with appro¬ 
priate officials in the U. S. Government to toll them how business is con¬ 
ducted in Saudi Arabia and to provide therh with specific information aa 
to his iigcncy relationship with othor companies. 

Khashoggi did an outstanding job of presenting his case to ihp people in the 
mooting* The meeting was originally scheduled to last one hour* but ended 
up taking over two and ono half hours. 


iTQjrnrio? 
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Alnc opened the meeting by reviewing the background as to why tho DOD and 
USAF have an interest in agents and agonts* fees. He explained tho pro¬ 
cedures and the contractual relationships involved in FMS eases and briefly 
summarized tho AS PR provisions which recognize agents' fees in FMS cases 
to the extent they arc "reasonable". He concluded his opening remarks by 
stating that he understood that Khashoggi was there to "shod some illumination" 
on this area. 

Khashoggi started Ids remarks by relating how he became experienced in 
dealing with the Ministry of Defense in Saudi Arabia. .He indicated that 
while ho was attending school in the United States (Chico State and Stanford) 
ho became acquainted with a U.S. truck manufacturer and eventually became 
his distributor in Saudi Arabia. Nothing much developed from this relation- 
chip until the 6 Day War when Saudi, although not directly involved in the 
war, reviewed its military capabilities and discovered that it was badly 
lacking in military trucks. The Saudis reviewed what was available and 
selected tho truck for which he was the distribute*:. This was done without 
his intervention and, in fact, without his knowledge until toward tho ond. 

His role was one of assisting the U.S. manufacturer and tho Saudi govern¬ 
ment in reaching an agreement and communicating with each other during 
the delivery and operation of the equipment. The trucks were delivered 
on time, without red tape and operated effectively and as represented, 

The Saudi Government was very pleased and as a result turned to Khashoggi 
to render assistance in selecMng a comp.' ny to operate the Dhahran Airport. 

This v/as also a successful operation. He concluded this first part of his 
story by saying that the reason he has a good relationship with the Ministry 
of Defense is because, over the years since the first sale of trucks, he has 
given the Ministry of Defense sound advice and, most importantly, the 
companies he has represented have delivered excellent products and pro¬ 
vided good service. He has never had to develop excused for poor performance. 

(This first part of Khashoggi's story was directed at the point that ho did not 
reach a favored position with the Ministry of Defense as a result of any 
personal friendship with Prince Sultan or his predecessors, but as a result 
of a business relationship initiated in the U.S. and then as a result of good * 
performance over the years. Most of the people in the mooting understood 
the point and after hearing the rest of Khashoggi's story, accepted it.) 

Tho next area Khashoggi covered was the "cconomlcinfnstructure of Saudi 
Arabia." I!e pointed out that Saudi Arabia is a sparsely populated ((» million) 
large area in which almost the entire woalth of the country is vented in *hu 
government. In short, ho described it as a "welfare ntato" in which the 
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government is-the only real purchaser or consumer. Ho addod that the king 
i#t a firm boliover in the froo enterprise system and is concerned that tho _ 
present economic infostructure makes Saudi Arabia an easy target for a 
communist takeover. Mo could elect to distribute the government's woalth 
to the people, but to do so would be merely a temporary solution and an 
attempt to forostall communism by imitating it. Instead tho king has 
elected to follow a slower, but hopefully more permanent solution of trying 
to foster a level of independent business within tho economy. Since the 
country produces no hard goods and sinco tho government is the only pur* , 
chaser, Khashoggi pointed out that the only way for this lovol of independent 
business to develop is for them to - at least initially - represont foreign 
manufacturers in business dealings with the government. He went on to 
state that the role of the "sale representative" is very open and accepted in 
all areas of tho economy except defense. He pointed out that defense'equip¬ 
ment purchasers get an unusual amount of publicity everywhere in tho world. 
(Everyone in the meeting readily accepted this point). Khashoggi stated 
that when he sells Chrysler products to the government, he openly marks 
them up by 15%. When he represents a company building a road or a dam, 
his commission is clearly identified. The reason all of this is possible is 
because these business transactions do not receive the public - worldwide - 
attention. In the military equipment area a different situation prevails* Tho 
key government loaders aro fully aware of the agency relationships in the 
military equipment field, but publicly they cannot acknowledge thorn. 

At this point Dave Alno said that this is precisely one of the major dilemmas 
facing the U.S. Government in FMS sales. He fully accepted everything 
Khashoggi said and stated that the U.S. would have to be true "diplomats" 
in this respect and must use "carefully^selected and artful words" in its 
doallngs with othor governments. He indicated that the U.S. need not 
volunteer to the foreign purchaser the information that an agont is in¬ 
volved in a transaction but that they must respond honostly and completely 
if they are asked about an agent by the foreign purchaser. He also statod 
that when a representative of a purchasing government (i. o. Gen. Toufanlan) 
makes a public statement that they do not want any agents involved in FMS 
transactions, it could really mean they don't want any cxcessivo agency feos 
involved. 

(Thorc were two major points which Khashoggi intended lo bring out in the 
second part of his story and the second point was apparently accepted 
and amplified by Dave Alnc. Khashoggi's first point was that agents as 
part of sales to the Government of Saudi Arabia arc a practical must if 
a love) of independent business consistent with a free enterprise system 
is to bo developed within tho country given its present economic Jnfastructure. 
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The second point was that because of the out of balance Amount of publicity 
focused 6n the purchase of military equipment ns opposed to other pur¬ 
chases by any government* there is a degree of soncitlvlly on FKtS cases 
with Saudi Arabia as to agents 1 foes that doesn't exist on nan-military sales. 
This docs not mean that agents are not permitted or oven cttpdctod. Delve 
Alno’s comments seem to suggest that Khashoggl was correct an this point 
and* in fact, in response to a direct question as to whether or not the Saudis 
had publicly made a statement* as have the Iranians, that thoy do not want 
agents involved* Dave Alne answered no they have hot*) 

The third part of Khashoggi's story covered past and present commission 
arrangements he has on sales which have Veen made to the Saudi Govern¬ 
ment. The first example was a sale of tanks on which he represented Mio 
French Government. The total value of the sale was $600 million and his 
company received a commission at a rato of 7. 516% or roughly $45 million* 
Tho next sale was a helicoptor transaction on which he represented a British 
firm on a government to government sale in competition Avith a If. S. company* 
This sale was approximately $115 million and his* commission was S%* The 
third illustration was tho salo o? ordnance from a Belgian company in com¬ 
petition with tho U.S. Government itself. This sale was for $75 million 
and his commission was 6%. Ha commented that the Belgian company's 
price was 15% higher for essentially the same ordnance items than the 
prico which the U. S. Government was offering* but two things caused the 
Saudis to select the Belgian company: (1) there was no "catalyst 11 or 
salesman representing the U. S. in the competition and ( 2 ) 

.the U.S. Government's administrative procedures and details made the 
transaction appear to be too complicated. (This latter transaction was 
apparently rocogniscd by Davo Alne and he made several notes based on 
Khashoggi’s comments - essentially to the effoct that when the U.S. Govern¬ 
ment is selling in tho International arena we use non-salesmen and arc not 
sensitive to the problems of tho potential customer.) Khechoggi also reportod 
on direct sales (as opposed to FMS cases) involving U.S. companies esseptiatl 
as follows: (a) Raytheon: $100 + million with a commission of 5% on hard¬ 
ware and 15% on spares and services} (b) Lockheed: unstated amouht but 
all C-130 and Jotstar sales and service support • 8%; (e) Chrysler: oyer 
the years* not one dale* approximately $50 million with & commission of 
15% on each salo. 

(Rather obviously the main point of this part of Khashoggl's story was that 
he has agreements with other companies* including U.S. companies, where 
tho volumo of the sale or series of sales has boon equal to or greater than 
the lotul Peace MawkjProgram sale and on* which the commission rale - 
and more Importantly the absolute dollar amount of tho convnUoion - v/au 
higher than the Triad/Norlhrop Agreement. This la important in two main 
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respects':’ (aJ.U.S. Government officials have stated that the commission 
rato on the Peace Hawk Program is not in and of itself a problem, it is 
the absolute dollar amount of the commission which i3 a problem, and 
(b) ASPR does provide that a measure of reasonableness is what the 
practice or experience is with respect to other non-government sales. 
Khashoggi volunteored to prove his statements by submitting for U. S. 
Government ^pview the agreements which covered the sales and commissions 
he summarized in his statement. No one took him up on his offer and Instead 
seemed to accept what he said as being totally factual. Gen, Trimble made 
several comments to the effect that the common or usual practice still docs 
hot mean that the fee is •'reasonable'* if it is unrelated to cost. He was 
swayed but lar from convinced by Khashoggi's statistics which were appar¬ 
ently accepted as factual even by him. He did make detailed notes, however, 
of these statistics and, from a contractual standpoint, 1 am of the opinion 
that these statistics are highly beneficial to Northrop*s claim. If nothing 
else, they give full credibility to my personal statement that to my limited 
knowledge the business deal Northrop had workec) out with Triad was on the 
low end of the commission spectrum. This supports our argument that 
we entered our agreement with Khashoggi based on our best business judgment 
at that time ar.d when we were involved in a competition. Those factors, with- 
in ASPR, arc essential ingredients in determining "reasonableness".) 

The fourth and* final point of Khashoggl's story was that, although the absolute 
dollar amount of his commissions might lead people to believe that decisions 
in favor of the companies he represents were the result of payoffs - undue 
influence or improper dealings by whatever name, such in fact was not the 
case. In support of this point, he stated that his annual operating expenses 
for his offices and personnel were in excess of $5 million. (Once again, he 
offered to submit his financial statements, audited by Price Waterhouse, in 
support of this comment, but no one accepted,} He then pointed out that he 
represents many companies and several proposed sales for each of those 
companies. He stated that his batting avorage of success versus failure was 
. .maybe 2 out of 10. (At this point, Robinson asked if there were other agents 
In Saudi Arabia. He obviously knew that there were and was merely trying 
to be helpful by bringing to the attention of Gen. Trimble and others at the 
^meeting that Khashoggi docs not have a lock on the market. ) Khashoggi then 
stated that he works for many years on each transaction before it turns into 
a success or failure for him and that even when it is a success, his payoff 
IsVvcr the time period of performance which may’be as much as 10 years. 

He concluded this area of his comment by stating that, as a "free enterprise, 
in the American tradition, businessman", he must make his money on his 
successes, not on his failures. — 




Memo to File 


- 6 - 


13 August 1973 


Next, Khashoggi stated that the King and Prince Sultan are above the level 
of improper influence and that anyone who thjnka that thoy can bo reached . 
on this basis simply does not understand the facts of life in Saudi Arabia. 

He said "Prince Sultan does not need an Adnan Khashoggi. If he wants 
$10 million, all he has to do is'take it from the government since ho is an 
essential part of the government and it is his to take. If Adnan Khashoggi, 
or anyone else, tried to buy a decision from Prince Sultan, thoy would in¬ 
sult him and to insult him is not only stupid, it is dangerous. Adnan 
Khashoggi will never offer Prince Sultan money - that is like a beggar 
offoring riches to a king. Adnan Khashoggi will only .offer him truth, 
sound advice and good products. " (After these comments, even Gen. 

Trimble was impressed.) 

The final slant to this area of Khashoggi's story was most-impressive. Ho 
stated substantially as follows. He believes that the "Royal Family" in 
Saudi Arabia is a stablizing influence not only in the country but in the 
entire Middle East. (Everyone nodded their concurrence.) Khashoggi then 
added that loyalty to the Royal Family was in the best interest of such sta¬ 
bility. (Once again, everyone nodded their concurrence. ) He then went on 
to state*, that people not familiar with Saudi Arabia must, in order to at least 
partially understand it, recognize the fact that much, of the culturo of the 
country is based on a Bedouin philosophy. These people do not acknowledge 
a loyalty to anyone. They only recognize a loyalty based on material values. 
Khashoggi then v/ent on to give several l’lustrations of where he had been 
told by members of the Royal Family to do certain things. For example, 
he was told that a Bedouin school in one locality needed text books. Ho 
provided them - without reimbursement. * He was told that a Bedouin 
chief near the border with Yeman needed 12 trucks to transport his goats 
back and forth from one oasis to another. He provided them - without 
compensation. Khashoggi commented that perhaps certain people might 
consider this to be improper influence, but in his country, it is considered 
as loyalty to the Royal Family. (Somewhat surprisingly, everyone appeared 
to understand and accept this comment.) Khashoggi finished this part of his 
story by stating that in direct sale eases improper payoffs do exist and arc 
expected and that this is tile primary reason for the difference in commission 
rates between those two types of sales. Me, as a businessman, makes no 
mo 19 or no less in either case. He, as a loyal Saudi, prefers that a sale 
goes FMS versus direct sale in order.to prevent and avoid the improper 
payoffs and for this very reason the Peace Hawk Program was "converted" 
from a direct sale to an FMS ease on the agreement of Northrop, and 
Khashoggi , and with the awareness of Prince Sultan. 
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(Once again, the main point of this part of Khashoggi's story was obvious. 
Improper influence does exist in Saudi Arabia, but not at the highest levels* 

It can bo avoided at the middle and lower levels by FMS cases versus direct 
sales. Under FMS cases, an agent must make a commission adequate to 
pay for his operating expenses and loyalties to the Royal Family, recognizing 
that he will be successful on only part of his arrangements*) 

Khashoggi finished by saying that he appreciated the opportunity to talk 
with everyone and toll them of his experience and operations and his 
country’s approach to business. He said that his "efforts and business 
activities were directed at building a bridge between Saudi'Arabia and the 
United States". That as a result of his own operations he had accumulated 
the capital to invest In both countries' economies. That he understood that 
"the U.S. Government invested many billions of dollars annually in aid pro¬ 
grams directed at building bridges between the U.S. and other countries". 
And that, although some people may consider his commissions as being 
high in total dollar amount, that they are insignificant when compared to 
the investment made by the U.S. Government in it's aid programs. (At 
this point Dave Alnc commented that if he had to "translate" to his superiors 
what Mr. Khashoggi had \old him it would bo something to the effect that 
.Khashoggi is ah "inexpensive aid program". Alne, who was most helpful 
and supportive during the entire session apparently sensed that Khashoggi*s 
point may have been lost on the other attendees, so ho made light of it and, 
in doing so, re-emphasized it.) 

Robinson commented that he "had to ask one question". He turned to 
Khashoggi and said, "Mr. IChashoggi, if all commissions arc allowed and 
paid in this deal and the U.S. Government doesn't discloso the fact, but 
Prince Sultan finds out about it, will everything blow sky high? " Khashoggi 
answered, "Certainly not, if it is handled with tact and diplomacy. " He - 
wont on to say that his $45 million commission deal with the French on the 
tank sale had come under question and that he had been required to submit 
his agency contract to the King for review, let alone Prince Sultan. In 
that ease, all of the facts were known but the French Government bandied 
them with "tact and diplomacy" and therefore no problem resulted. 
(Khashoggi*s point was not lost, in fact Robbie seemed to have intentionally 
invited it. If the U.S. Government was as astute in its diplomacy as the 
French, the question would be unnecessary,) 

Dave Alnc concluded the meeting by saying that be was most appreciative 
of Mr, Khashoggi'* coming to Washington and openly and honestly dis¬ 
cussing the role and function of an agent in Saudi. Alno added that he was 
sure tbut as a result of this visit "many people learned a great many things, 
not fhe least one of which is that a commission agent can lie an honest ami 
an astute businessman rather than an influctcc peddler who wears horns." 
Robinson added that the USAF was most appreciative <»f Khaslioggi'v. obvious 
professional approach and open disclosures. 
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After them ceding Dave Alne took mo aside and said, "Manny, it was a 
stroke of genius to invite Khashoggi here today. We couldn't have 
arranged it for obvious reasons, but it's well that you did. Many people 
learned many things today. " Holcombe stated that "Khashoggi sure as 
hell helped us as well as himself today." 

Z personally would assess the meeting as a plus factor, Some "illumination" 
was provided to the dark areas and statistics were placed on the rccox*d. 
However, we will still encounter major difficulties in concluding a settle¬ 
ment with the USAF which c’overs us fully for all of our commissions to 
Triad. As stated above, certain key individuals "were swayed but not fully 
convinced." 

I have gone into an unusual amount of detail in this memo since, in my 
opinion, this was a most unusual meeting during which many unusual subjects 
were covered which deserve to be recorded. 
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The duties of Triad Financial Establishment are not limited to soliciting, 
obtaining or assisting in obtaining contracts* Examples of the services 
provided to Northrop, the U. S. Government and .the Saudi Government 
are summarized as follows: * 

FOR NORTHROP: 

1* Triad, as the Northrop representative in $audi Arabia, is charged 
with the responsibility of maintaining continuing coordination and 
interface with the various ministries and other Governmental 
agencies in Saudi Arabia. They arrange appointments for Northrop 
Management during and after business hours. Usually the agent is 
present during these meetings and provides an on-the-spot interpre¬ 
tation of the conversation. This is a particularly valuable service 
in the area of new business acquisition as it enables Northrop to 
ascertain the need for equipment and/or services in a timely 
manner. As a part of this coordination and interface, Northrop 
receives regular reports with respect to Saudi Arabian long range 
procurement plans, the country's financial condition, current 
fiscal year expenditures versus income, projected income and 
new budget allocations* In addition to formal business reports, 
biographical information is provided with respect to-pa?ticular. 
customers together with recommendations as to the preferred 
method of establishing positive business relationships* 

2. The agent arranges for and sometimes conducts briefing sessions 
for key Saudi Arabian officials with regard to Northrop products. 
Furthermore, they coordinate with Saudi Arabian Government 
officials for the purpose of providing product demonstrations both 

' in Saudi Arabia and in the United States. 

3. Triad, as Northrop's representative, solicits and receives proposal 
requests from the Saudi Arabian Government* Subsequently, 
reviews the requests, consults with Northrop on the form, 1. e., 
Letter of Offer and content of the proposal to be prepared. During 
the proposal preparation cycle, continual intelligence is gathered 
and provided to Northrop management in order to ensure the most 
responsive possible proposal. In addition, we are able to keep a 
pulse on the progress of Northrop proposals within the Saudi 
Arabian procurement cycle and take such corrective action with 
those proposals as is recommended by Triad. The agent reports 

on Northrop 1 s competition with respect to their progress, acts as 
a consultant on proposal data and makes recommendations as to 
the strategy :ha: should be applied to offset negative factors.. 



4. Triad maintains offices in the principal cities of Saudi Arabia 
in order to serve its clients in an efficient manner. This is 
important to Northrop in that they arrange for: (i) banking 
services (both personal and business), (ii) credits, (ill) posting 
of bonds, (iv) office services and space, (y) data storage, 

(vi) translation services, and (vii) graphics services. At 
times, they arrange for in-country subcontract services and 
suppliers *to be utilised for local purchase of services and 
materials in support of proposal efforts and other business 
activities. 

* 

5. It is important, if not mandatory, that Northrop management 
representatives be aware of local laws when doing business in 
a foreign country. The agent recommends required legal 
services and a suitable local legal firm_ A legal briefing is 
important and of equal value is the review of contractual 
instruments to ensure compliance with the laws of Saudi Arabia 
and to ensure that the interests of Northrop are protected. 

6 . Review of correspondence, proposals and contractual documents 
is very important to ensure that the contents are not offensive to 
the customer in any way. Further, many times when a writing 
is translated from English to Arabic (a language with a totally 
different root), the intent and meaning is lost or garbled. 

Therefore, review by businessmen (Triad) familiar with local 
business practices and customs is mandatory to ensure clear 
and concise communication with the customer. 

7. Visas and exit permits are obtained by the agent for Northrop 
representatives. Upon arrival in country the agent assures that 
the representatives are passed through customs smoothly and 

, transported to :heir accommodations. They are responsible to 
see that Northrop* s people are “immediately aware of the local 
customs and business traditions of the country. 

FOR THE U. S. GOVERNMENT : 

1. Triad translated and reproduced the U. S. Government Letter of 
Offer, Terms and Conditions, and other data used in the sale of 
the FMS case fir all three phases of the Peace Hawk Program. * 

2 , Indirectly, through Northrop, Triad provided the U.S. Government 
negotiating team, the U. S. M. T. M. and the Ambassador, intelligence 
with respect :: the reactions of key Saudi Arabian officials to the 

U. S. Government proposals. As a result, we (the U. S. Government 
and Northrop) were able to provide coordinated, responsive Letters 
of Offer to the Saudi Arabian Government which resulted in the 
consumatior. cf the Peace Hawk sale. 
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FOR THE SAUDI GOVERNMENT: 

Triad serves as a go-between for the Saudi Government with Northrop 
and, through Northrop, the U. S. Government in areas of extreme 
sensitivity for either reasons of price or beliefs. For example, in 
the area of interest - the Saudi Government knows it is in the Letter 
of Offer for Phase II but, through Triad specifically requested it not 
be called out as a line item because religious beliefs and fiscal policy 
dictate that they cannot sign a document calling for interest. This 
was embarrassing to them and therefore they used Triad to solve the 
problem. 
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21 August 1973 


Mr* Samyr Souki 

The Middle East Business Services 
and Research Corp. 

P. O. Box 2400 
Beirut, Lebanon 

Dear Samyr: 

The purpose of this letter i3 to cover a variety of subjects which 
need comment at this time or answer outstanding questions, at 
least to the point that they can be answered* I hope that we will 
have the opportunity of getting together back east sometime 
during your visit to the U. S* 

First, we have now settled the outstanding problem with Adnan 
that has been bugging us all for so long* We have agreed that 
the entire 450 (250 which has been paid, plus 200 which will now 
be paid) is Northrop's responsibility* However, if wc make 
additional 3ales of aircraft related items, excluding actual air¬ 
craft hardware itself, we get the 450 back out of Adnan's then-due 
commissions. This would apply to the cantonment project or to 
an extension of the Peace Hawk Fhase III support type activity. 

I hope this clears the air now so that we can get on with the two 
major projects of cantonments and the next aircraft buy. 

While v/e are talking of Adnan, he has been receiving additional 
publicity in the U* S. and some of it has been quite good. I am 
enclosing an article from the August 11 Business Week for your 
information intense you have not seen It. Also, Manny arranged, 
for AK to meet, with him, with a group of DoD and Air Force 
officials at the Pentagon in order to explore agents, how they 
operate, etc* Manny's report makes fascinating reading and I 
am enclosing a copy. It appears that Adnan did a beautiful job, 
and this could very well work to the benefit of everyone involved. 
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I endeavored to get Ad nan to agree that on any subsequent 
Phase III type support work the much discussed 1/2% for BSR 
would come out of AK's fees. He remains adamant on not 
covering more than 1/4% as opposed to 1/2% and will not budge 
on this point. Therefore, between Northrop and BSR we still 
do not have a firm grip on where the additional 1/4% will come 
from, for the current Phase 111 Peace Hawk contract or for any 
possible future extension for that type activity. 

As we have previously discussed, and I have discussed further 
internally, with the negotiating situation that we continue to face 
on FMS cases, I see no way that we can include this in any FMS 
case, either hardware or support services. Therefore, we 
still have to look further in order to see if we can find some 
logical and acceptable place for this to come from. Cne sug¬ 
gestion might be for it to be included within your existing 
arrangement with NADC on the Kuwait airport work. The 
potential BSR fee on this job is quite significant, and from the 
amounts involved could encompass the approximately 300K that 
we have been talking about. I regret that this point is not yet 
resolved, but we will have to continue to examine the situation 
to see how it can best be handled now and in the future. 

As far as future sales of aircraft hardware are concerned, we 
have no problem on this, and BSR's 1/2% is included within 
Triad's total of 4 points. Adnan has no ha rig a up Oh this point, 
and it will continue in the same way as in the past. On this 
point I hope we can make this next buy of F-5E*3 move as 
^rapidly as possible. We have had much discussion here, both 
with AI< and among ourselves, as to actions to take, ^dnan is 
asking for the comprehensive study of future Saudi need3 in 
which the rationale for thei next 20 to 70 F-5F'a would be laid 
out. 3Ve have already done a study that addresses this point, 
which was passed to Sultan. Perhaps we have to do further 
work in this area. V/c also have to endeavor to get the U. S. 
team that is supposedly going to Saudi again to bring up the 
subject of additional F-5I£'u. As of now, it is a little unclear 
as to the purpose of this DoD team and when they are going. 
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When they do go over* I feel sure that a part of their mission 
will be to push the F-4* although we have heard recently that 
Sultan feels that the F-4 is too complex for their use* Some 
aspects related to this subject are contained in a telex of 
August 16 from Sterling to Ben Collins at the Beirut office* with 
copy to Rogan* which you have probably seen by this time. 

One other item relating to Adnan is that of Northrop'* release 
from the conflict of interest clause in his agreement with us, 
for the F-4 and the Jaguar* I have rewritten those letters, 
making them less restrictive than previously, and spelling out 
the conditions under which Northrop would release Triad to 
support McDonnell Douglas for sale of up to 50 F-4's and for 
the sale of Jaguars to Saudi Arabia for use by Egypt, If he 
accepts these letters* then that problem will be resolved, 

I think that the subject of BSR's schedule of payments and the 
method of transfer is now in hand* The Aircraft Division, i. e, 
Manny Gonzales, recently sent you a sizable payment and a 
letter which outlined the breakdown of the amounts against the 
phases of the contract, and the reasons for any discrepancy 
with the previous schedule of payments* Also, they have been 
instructed to make these transactions into your Swiss account 
by wire. I believe that this should work satisfactorily from _ 
this time on, 

Last week we were going to send the detailed breakdown to you 
by telex, but it occurred to me this might not be sensitive to 
your situation; therefore* I instructed Manny's office to send 
you a generalized telegram and to send you by letter the break 
out of payments. Do you have any sensitivities regarding the 
use of telex in these matters? I want us to give careful regard 
to any sensitivities that you might:have at your *nd. 

I am trying to arrive at a satisfactory resolution of the effect 
on your retainer of dollar devaluation. That was the reason 
for my telex asking if it were okay with you to pay the retainer 
In local currency. However* there are still some people around 
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here who would prefer to keep it in dollars and to make the 
adjustments accordingly, if we try to apply the full swing of 
dollar devaluation from th* 3. 2 LLB par $1. 00 level down or 
thereabouts to the 2. 3, this creates such a large increase in 
dollar input that I am not sure our budget will stand it. Fortun¬ 
ately, we do see the dollar coming back up in value somewhat 
in recent days. I am trying to get through the best increase I 
can, based on an actual increase in retainer and on making up 
at least a part of the dollar devaluation. Once this is settled 
internally, I will advise. 

Concerning Munir's situation, he has recently been written 
informing him of the status of the two B's and sending him an 
initial payment on commissions due. The status of the £*9 is 
still hung up with the U. 3. foreign aid sale, and the intent is 
to clarify hia consultant arrangement at the time we can see 
clearly where we are regarding actually moving ahead on the 
E's for Jordan through grant aid. I hope this is within the very 
near future. 

I am enclosing a copy for you of the agreement with Kazan re 
Qatar. I had told you previously that I would send you a copy 
of this since you did not have one. 

Concerning the Saudi National Guard Vehicle Maintenance Pro¬ 
gram, it appears that there are some additional tasks to do, 
a3 requested by Prince Talal. Some work has been done on the 
NWASI capability brochure, which Talal should forward to 
Prince Abdullah in order to insure that NWASI i3 accepted as 
a qualified bidder. I see that Farid Rizk has made a few 
comments in hia August 0 letter to Eric Smith concerning the 
agreement with BSH. I presume that these agreements are 
being satisfactorily worked out. 

Concerning the RSAF cantonment situation, it appears that we 
are now pursuing, at Frince Turki's request, a joint relation¬ 
ship between NADC, l.ang-V/impy and Hochtief. Khalsd Alireza 
apparently is supposed to be verifying with Turki that this i 9 the. 
way ho wants it, and then the appropriate arrangements should 
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be made with NADC in the lead. Adnan feels that we then will 
be in good shape to proceed towards the project. 

Concerning the airport possibilities in the Sudan, Abe Moses 
i9 now in Europe talking to potential financing sources in Paris 
and London. Then the intent will be to make a report to the 
Sudanese government, telling them what we can do on the airport 
projects, including what kind of financing picture can be mads. 
The Bangkok airport is absorbing so much time and attention of 
NADC that it is difficult to get much done on some of the other 
projects that have significant potential. I hope this situation 
improves in the very near future. 

Tom Jones has just written Hishara Nazer about speaking before 
the Los Angeles World Affairs Council. Ono original letter was 
sent directly to Hisham Mazer in Jeddah, and another original 
was sent to you to get to Mazer. Hopefully, ono or the other of 
f hese ways will find its destination soon in order that confirm** 
tion of the dates can be made. ' „ 

We are having considerable discussion regarding^stablishing 
and manning our office in Hiyadh. “I am currently Interviewing 
a number of candidates for this job, as well as candidates for 
the man to become my "head Arabist" on the staff here. ! am 
finding that there are several attractive people available for 
these jabs but I have not yet made a decision^, I would certainly 
consider Dr. John Brown, but I have not yet had the opportunity 
to meet him. 

I ht /e been told, and Kim has confirmed this, that Thacher 
will be replaced by James Akins in Jeddah. Through Kim I 
am endeavoring to contact Akins before he goes into country 
so that wn can talk to him about Northrop in Saudi Arabia. 

You and I had discussed the possibility of beginning to talk to 
some of the Saudis regarding Cobra. I still think that i3 a good 
idea for the relatively near future, and the future use of the 
Cobra may be included in the white paper which is being 
prepared for transmittal to Prince Sultan. Upon reviewing 
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the scope of the white paper, 1 think It is going to take a few 
weeks to get it done* Obviously, our primary objective aircraft-* 
wise is to get action pinned down on the next 20 - 70 F~5E , s and 
insure that we are maximizing our chances on that. The thought 
is still rather intriguing though of getting some Saudi money 
into the Cobra development program, but we have to do some 
farther strategizing on this before taking the overt action. 

As a matter of interest, 1 see that the commission base on 
Phase Il of Peace Hawk has risen by over $11 million from the 
original estimate, and that the base for Phase III has risen 
over $5 million. This at least makes a rosier picture for 
everyone concerned than had been the original estimates. 

This letter has turned out to be a mixed bag of many things, 
but I wanted to update our correspondence as much as possible 
at this time. Some of the outstanding problems have been 
answered but not all of them as yet. These are still being 
addressed with the intention of finding the most satisfactory 
solution, 

1 hope that we can get together or talk during your visit to the 
U, S. For your information, 1 will return from Japan and be 
in the office on September 4 and will depart approximately 
September 12 for the Brazilian Air Show, It is possible that 
1 could be in the east for a short time during that Interim time 
period, I will look forward to seeing and talking with you then. 

Best personal regards. 


Sincerely, 


CJRCcbw 



C, Robert Cates 
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On June 28 at 10i30 ^a., a conference was held with Mr. W, E. 

Woolwlne, General Manager of the Ventura Divlelon. The purpose of this 
asetlng was to follow up on the questions Which arose during the conduct 
of the special investigatory procedures at Ventura, and also to review 
briefly Mr. Woo Ivina's Questionnaire which had previously been provided. 

In attendance at the Meeting were, in addition to Mr. Woolwlne, Myself 
and Jin Blair of E&E and Mike Francisco of PW. 

1 first led off the nesting by reviewing the Questionnaire fron 
Mr. Woolwlne. Mr. Woolwlne*s previous responses to the questions were very 
straightforward, with no unusual natters noted. Woolwlne did ask that we Make 
two slight Modifications to the Questionnaire, one, adding a paragraph with 
respect to sons very snail personal contributions he had nade during the past 
three years, second, that he believed he should make reference to another nan 
(Grogln) at Ventura who nay be able to answer certain of our questions. With 
these nlnor exceptions, he had nothing to add to the Questionnaire. 1 only had 
two questions fron ny review of the Questionnaire, these having to do with the 
possible availability of docunentatlon at Ventura with respect to settlenents 
of overhead, any questions raised by the IRS, etc. As I stated to Mr. Woolwlne, 

1 was anxious that If in fact any such correspondence existed, that we be allowed 
access to It. Mr. Woolwlne stated that he was aware of no such connunlcatlons, 
and If we had any further questions in this regard, we should direct those to 
either Mr. Stemadel at Ventura or the appropriate Corporate office official in 
Century City. 

We then proceeded to direct certain questions to Mr* Woolwlne as a 
result of the work perfomed to date. I Infomed Mr. Woolwlne that we nay. have 
other questions later on, and that we,in fact did plan to cone back and talk to 
Mr. Grogln upon his return fron WfifcT' 1 first asked Mr. Woolwlne if he would 
give us a brief overview as to his understanding of the use of consultants and 
agents abroad. He proceeded to give us a overview, stating that he had hinself 
challenged the use of such agents in the past, but had pretty well concluded i 
that In certain situations there is no alternative. He vent on to recite certain 
arrangeuents where it was proven that they could not nake sales without the use of 
agents. He stated that since they felt they had to do It, he spent considerable 
tine in assessing what they were getting, reviewing the details of the agreeaent 
with their in-house counsel, etc. He felt that since his arrival at Ventura sons 
two nonths ago, he was very up-to-date with all agency agreenents entered into 
since that tine. He went on to state that nost of their agreenents are very slnllar 
the only difference being the negotiated rate, possible advance paynents, and of 
course the locale and the individual involved. 
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The discussions then turned to certain witters with respect to consult* 
ants or agents being retained by Ventura. Blair and myself had a list of certain 
questions which had como up. during the process of the work at Ventura and our 
review thereof. Woolwine was questioned first with respect to the Shahara agent 
relationship in Saudi Arabia. I had noted that a new consultant had recently been 
retained (by the name of Xeael Industries) and wondered w'hat relationship it had 
to Shahara. Woolwine stated that Shahara had recently left Saudi Arabia and ha 
understands he has now moved to Canada, thus their services have been terminated 
within the very recent past. The Shahara relationship had bean in effect for 
a number of years, and substantial amounts had been paid in Saudi Arabia for this 
service. Woolwine stated that he had never met Shahara, and had never had any 
direct dealings with him, but that if we had any other questions with respect to 
what he was doing, etc., we should perhaps discuss with Grogin upon his return 
from (Note: I had one other question with respect to Shahara, having to 

do with a $5,000 payment which for some reason in mid-'72, was sent tp Canada. 

The balance of his payments hsd always gone to Saudi Arabia. This even amount 
going to Canada did look unusual, howaver 1 did not pursue it at thlf time, and 
decided to follow up specifically with Grogin on this matter). 

We brought up briefly thd name of Sam Soukl. Our question here related 
to whether or not Venturp attempted to coordinate what they were paying Soukl with 
what other divisions the Corporate office were paying. Woolwine etated they 
in fact do communicate with the other divisions and the Corporate office, and attempt 
to coordinate such arrangements. He knows that others are retaining Soukl, but 
stated that they had independently reached agreement to pay Soukl for certain com¬ 
missions depending on the sales of their particular products. At this stage of the 
meeting, in order to answer perhaps with more specifics, Woolwine requested that 
Frank Tipton ait In with ua. TiptoVi is the Ventura counsel, who has been in his 
present capacity for a number of years, apparently, and is very familiar with the 
mechanics and the details of the agency and commission agreements. Tipton apparently 
maintains the original files, and la responsible for reviewing agreements for legal* 
lty, etc. 


I questioned Woolwine as to his understanding of the Company called Manage* 
ment Technical Services, Ltd. Woolwine stated that he knew very little about this 
company, Inasmuch as it had predated his arrival at Ventura. He referred us to 
Gaslch in the event we had further questions on this Company. Tipton stated he 
knew that It was a Company headquartered in the Bahamas, but that he too knew very 
'lttle about it. They said that perhaps in addition to Gaslsh, Mr. Kitchen at 
the Corporate office may be able to shed light on this Company. 

We discussed briefly the Aerial Targets agreement. We brought this up 
only because of the magnitude of the commissions being paid Aerial Targets, but 
stated that we had investigated this agreement, and really had no specific questions. 

Jim Blair inquired as to whether either of the gentlemen knew about Amanco 
Trading, this is apparently an assignee of certain payments in Saudi. It appears 
to be related to the Shahara dual. We encountered this in a letter in our review 
of the correspondence file. Tipton stated that he felt the agreement was never 
^entered into in the way set forth in that letter - namely that certain payments 
would go to Amanco, and certain payments directly to Shahara. Jim also inquired 
as to whether or not either of the gentlemen was familiar with the amendment to 
the Shahara payments, wherein more advance monies were given Shahara than the 
original Agreement called for. Jim made reference to another letter we had noted 
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which stated that Grogin was going to givs Shohar* more on the front end to 
H give hi* more maneuvering room." Again neither gentlemen seemed familiar with 
this amendment, both stated that we should perhaps talk to Grogin before we pro¬ 
ceed any further. They did state that Grogin had been in recent contact with 
~.ia!.ara, and they understood that he was attempting to settle the payments owed 
Shahara on some basis in order that he will be paid final amounts due him, in 
order that Northrop might then start making payments to the new consultant which 
is replacing Shahara in Saudi, 

Both Woolwine and Tipton then summarised very briefly for us again their 
basic method of reviewing the consultant agreements for propriety* They both 
stated again that they attempt to make sure that an agent relationship is necessary 
before they enter into agreement. They realise that in certain cases, a monopoly 
in a country could exist, but they attempt to clear things through Corporate legal 
(Gore)or Corporate marketing (Gate) before they attempt to enter into any type of 
long-range agency agreement. They further stated that in certain cases where they 
had questioned the use of certain annuitants, they had been urged by Corporate 
to continue the use. This latter,, pertains particularly to Soukl. 

Blair mentioned In closing 'that our work had uncovered a couple of items 
which we perhaps would include in our report in the form of recommendations for 
improvement in procedures. This had to do with certain overpayments we noted to 
Shahara (which the Company is presently attempting to resolve) and also with re¬ 
spect to monies advanced to Greece, wherein it appears there was little account¬ 
ability maintained at Ventura. In total, some $400,000 has been advanced to the 
field office in Greece, but Ventura maintains little in support of the ultimate 
disposition thereof. 

With that the meeting adjourned for lunch. 
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September 12, 1974 

Meeting with Bob Watt* on 
September 10, 1974 


Jim Blair and I met with Bob Vatts at approximately 4 p.m. on 
the afternoon of the 10th In hia office. The purpose of this aeeting was 
to follow up on a couple of specific questions that raaained on Triad. 

The first of these questions had to do with the so-called "side 
agreements" on Triad which are not routed to all concerned parties at Northrop. 
Watts stated that these side agreements are really various concurrent agree¬ 
ments entered Into after the Initial complex contract was negotiated. Re 
Stated they are organised In this fashion as an addendum to or because mechan¬ 
ically it was about the only way he could handle them. In other words he did 
hot Want to rewrite the whole contract which had taken him many weeks to hammer 
but. the agreements really apparently addressed themselves to specific contract 
items, Including such things as what might happen If Khasshoggi were not able 
to perform. etc. Re stated that It was his decision that these not be dissemin¬ 
ated to ail parties in Northrop, inasmuch as they were very complex, awkward, 
and would clearly not be understood by all parties. Re stated he thus concluded 
that the basic contracts would be routed, but that these would be retained by 
only a very few. He acknowledged that there was sensitive data contained therein, 
and that ha was more concerned about It being a misunderstood, than he was that 
it would be deemed wrong In any regard, tn other Words hd would categotlie this 
AS just beihg an expeditious way to deal With a very complex and awkward subject; 

Blair then pursued with Watts his involvement ift the third amendment 
to the product agreement on Triad. This had to do with the entering Into of an 
agreement wherein Northrop was to pay Triad another $450,OfO for work done. 
Apparently the genesis of this was that additional amount! had to be paid by 
triad in earlier Work lii Saudi, and this was just to get him even. Watts did 
not dispute this, but reiterated the tact that whether or not Khasshoggi really 
had to make the payments he purported, it could hot be prbVen by Watts, they 
More or lead accepted Khasshoggi *b representations in this regard. He fdlt 
Northrop had a moral and a proper commitment to Khssshoggi* based probabl# on 
dome misunderstandings along the way as to whose commitment it was, but that 
he felt there was nothing wrohg with this contract amendment* HO stated that 
he did not really Want to know for What purpode the ioney had edfller been used 
by Triad, again he is concerned about results and the fact that the agent becomes 
the middle man and Is responsible for getting the job done. He dtated ih response 
to a question by Blair, that this was the only addition he was aWire of tb the 
Triad agreement which was designed to provide additional funds tb triad of 
Khasshoggi for commitments he may have made on behalf bf Northrop. We discussed 
briefly the role Of Soukl as regards triad* Watts thirtke that the dispute here 
basically arose because Northrop didn* t want to acknowledge having two agents 
in Saudi, thus attempted to get fiM&i to work somewhat ae a subcontractor for 
Khasshoggi. Apparently Khaeshbggi and Soukl dO hot get along, and Souki stated 
that ha wanted to continue to report directly to Northrop* and not tb khasshoggi. 





918 



\ 


Thus apparently a deal was worked out whereas he would get some of the money that 
he had perhaps already earned, and that Northrop would then address themselves to 
this question as they entered into future contracts directly with Soukl. He 
acknowledged that Soukl may have thought he deserved more, inasmuch as he would 
know how much Khasshoggi might be getting In Saudi sales, and that this perhaps 
added to their problem with him. 


Ve discussed briefly what Watts believed proper controls to be, he 
referred us to Corporate Policy Directive No. 72 which he felt was a very viable 
and working arrangement. He stated that he was presently drafting a memorandum 
which he thinks is going out under Lloyd's signature which will reaffirm certain 
of the provisions of CPD 72. He acknowledged also that CPD #10 needs to be 
rewritten, but that this will be held up until the completion of our work in 
order that they might incorporate any procedural recommendations that come out 
as a result of this special investigation. With that the meeting was concluded. 
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i«ajtci: BRAZILIAN REPRESENTATION 26 Au g UaC l97l 
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H. W. Dcffcbach F.W. Lloyd 
M. Gonzalez 
M. Kuska 


During my visit to Brazil last April, one of the principal obr 
joctivcs was to meet with Brazilian AF (FAB) Commanders 
and obtain from them a clear indication as to whom we should 
select as representative. I had minimal contact svith NASA be¬ 
cause Northrop had allowed our representational contract with 
NASA to lapse. Instead, my activities wore mainly with and 
through Gen, John Liset, new Chief of the Air Section, JBUSMC. 
linfortunatoly Gen. Liset was unable to arrange meetings for us 
with FAB officers in Brazilia or in Rio, and his chagrin was ex¬ 
pressed in his letter to T. V. Jones later in May. 

During the last visit to Rio, 9-13 August, Moacyr Todosco and 
Dr. Bureaux of NASA offered to make appointments with key 
FAB Commanders and we accepted, (John Liset was out of town) 

On 11 August, Tcdcsco and Dr, Bureaux made an appointment with 
Brigudior Edivio, Commander of the 2nd Tactical Air Force. Wo 
visited Brig. Edivio and ho arranged for us to show the F-5£ film 
to selected members of his staff, Later the same day, Brig. Edivio 
arranged for us to see Brig. Vlnhacs, top operational Commander 
in the FAB and next to the Air Minister, one of the most important 
men in the Air Forco. 

Afr one point during our two hour discussions, Brig. Edivio made 
it very dear to me that NASA is the organization we should have 
as representative in Brazil, Edivio pointed out that Tedosco is 
his classmato from firing school and that Dr, Buroanx has boon an 
intimate friend since he can remember, Pc assured us that Northroo 
would ho in good hands with Tedosco and Bureaux and that anything * 
they might say to him would novor be questioned bocauso of his com¬ 
plete faith in them. 


r The designation PRIVATE 

will lx* cancelled 

1 on. 


[ lUntft 


Originator A-A^AA^z 


/ (Name) 

(Or, mi.) 
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NASA has been reconstituted. 

A. Pinto Guimaraes remains as majority stockholder but in the future 
he will operate in the background. Luis Humberto Pereira has been 
replaced by Moacyr Tedesco and Dr. Bureaux. Tedesco is a retired 
FAB colonel who is very well placed with the current commanders. 
Tedesco is a good administrator who has already demonstrated his 
dedication to repairing past NASA failures in the administration 
area. Specifically, he can be expected to remedy past difficulties 
in progress reporting and continuing communication with NAD. 

Both Dcffebach and I were amazed at the intimate familiarity that 
Tedesco and Bureaux have with Brigadiers Edivio and Vinhacs and 
other top FAB officers as well. There is no doubt in our minds that 
NASA (with these two newly acquired men) would be the best represen¬ 
tatives in B?:azil for the foreseeable future. 

1 recommend that NASA be contracted to represent Aircraft Division 
sales in Brazil. 






G.D. McAdams 



15 February 1973 


Bill Becker left the following comments* concerning the attached 
agreement with NASA: 

Please note draft agreement is in two parts: the first 5 pages 
consist of a consultant agreement which can be shown by NASA to 
Brazilian tax authoritiex; the last two pages are an annex that 
contain the real meat of the compensation. 

Please note new paragraph 3d on the next to the last page in which 
the method and timing of paying the compensation is treated. This 
has been run by Chuck Benson who confirms it more than adequately 
covers our costs of early payments to NASA. More precisely, an 
annual interest rate of 4% (in lieu of 8%) would cover our costs of 
making these early payments, but I suggest that we go into NASA 
in the present form and leave the 4% to be negotiated by you in Rio. 

I am also leaving a copy of this with Eddington indicating it must be 
accomplished in final form by Monday evening. 

Bill is leaving for Washington at Noon today and would like to talk 
with you concerning this agreement before he goes if possible. 


Jane 


Bill Becker called back after he gave the agreement to Eddington. He 
said ho pointed out to Eddington the fact that there is an agreement plus 
an annex and that there is a 50/40/10% payment schedule. Eddington said 
not only no but hell no - no way would he recommend that to the General 
Manager because of risk of cancellation of the contract. He said he would 
talk to you about it. _ (Eddington) 
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in f*p*t r**w tot 

* 

Nw A. P. Buchlarelli 


om 16 July 1973 


Review of the Brasil representation file discloses the following items 
which will require corrective action: 


1. The agreement is between NASA and Northrop Western, Inc. 

1 understand that the F-5 procurement contract will be between 
the Aircraft Division and the Brasilian Government. I am told 
by Eddington that Northrop Western, Inc. may not be Utilized in 
the future. If this is the case, not only this agreement, but all 
present agreements initiated on behalf of Northrop Western 
should be revised to reflect Northrop Corp., Aircraft Division. 


• 2 . 


3. 


jt 


The agreement is Bil&ht on tech data, tech assistance, docu¬ 
mentation, tooling, etc. In any redraft, it is suggested that 

these items be included at no commission. 

♦ 

/ 

In view of Gen. Trimbal's letter, LGF dated 4 June 1973, the 
fact that we have entered into two agreements with NASA - one 
indicating a flat sum payment and one indicating additional 
compensation - could result in embarrassment to both Northrop 
and NASA if the U.S. Government discloses agent fees to the 
FMS customer. A Northrop position on this should be established 
with NASA should any future aircraft procurement be accomplished 
under FMS procedures. 
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n«4: Memo to WKO 
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My referenced memo outlined the situation v/llh regard to our 
:'axJHan Consultant's contention that ho was entitled to the 
remission on nix (6) additional aircraft $»* $60,000 each due 
> selling options instead of a larger quantity of aircraft. 


Subsequent to lhat memo, Manny Gonzales* went to Brazil and 
discussed that situation with Sr. Pinto and his associates and 
on his return (March 10) discussed the recent developments 
with you. Because you v/ere in agreement, (at least. amenable) 
to their claim, a settlement wan made and a separate consultant 
agreement was written and executed by C. B, Gates for the 
Corporation on 21 March 1974. This agreement provides for 
paying our consultant (in thin cane Sr. Pinto's nrn Afonso 
Augusto Pinto Guimaraosjr an foil own: ^ 

$79,000 within thirty (30) days and $50,000 each 
year thereafter for five (5) years, resulting in a 
total payment of $325,000. 


^ 4 ^ 

P. II. Champion 


Concurrence: . t•> 

Manuel G. Gonzalez " () (S 
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Supplement to the “Report on Special Investigation 
of Northrop Corporation and Subsidiaries” by Ernst & 
Ernst 

X. Description of Investigatory Procedures Applied 

Other than, for a French consultant (Mr. William 
Savy), the Special Investigation conducted by Ernst & Ernst 
and Price Waterhouse covered the three calendar years ended 
December 31, 1973. As to Mr. Savy, the Special Investigation 
included all years since 1961, the year in which Savy was first 
engaged by Northrop. 

In the Report on Special Investigation, dated 
November 15, 1974, and in this discussion, no distinction has 
been made between agents and consultants. It should be recog¬ 
nized, however, that generally speaking, consultants are 
retained in an advisory capacity for which they normally 
receive a fixed annual retainer. In most situations they do 
not deal directly with Northrop customers. Agents, on the 
other hand, generally deal with customers, provide specific 
outside services, and are independent contractors. In many 
cases agents receive a percentage or commission on the sale 
of Northrop products as payment for their .services. 

The procedures involved in the special investigation 

\J 

employed the use of the following techniques: 


59-120 0 - 76 - 59 
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A. '* Officers narrations - Comprehensive written narra¬ 
tions were requested from key Northrop executives in which . 
they were to describe in detail their specific knowledge as 
to the matters pertinent to this Special Investigation. 

Narrations were obtained from the following officers: 

POSITION 

President 6 Chairman of the Board 

Vice president & Assistant to the 
President 

Senior Vice President - Finance 
and Treasurer 

Senior Vice President - Operations 
Senior Vice President - Administration 
Vice President - Controller 
Vice President & General Counsel 
The response to these narrations took many forms, and 
numerous changes and elaborations were received throughout the 
approximate six months required for investigation. 

B. Questionnaires - A detailed questionnaire relating 
to the various matters covered by this investigation was 
developed and obtained from fifty-four Northrop officers 
and directors.. 

C. Personal interviews - Approximately seventy personal 

interviews were held. Those interviews included all of the , 

Northrop directors and corporate officers and the appropriate 
present and former Northrop executives at the divisional 

levels. In addition, interviews were held with certain other 
Northrop employees, and in several instances, with persons 


OFFICERS NAMES 
Thomas V. Jones 
James Allen - 

James D. Willson 


Frank W. Lloyd 
George F. Douglas 
John B. Campbell 
George Gore 
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outside the Northrop organisation when it was considered 
appropriate. This was a primary, tool of the Special Investi¬ 
gation in both its preliminary and later stages. 

Most of these interviews were attended by representa¬ 
tives from Price Waterhouse a Co. in addition to representatives 
from Ernst a Ernst. In the case of certain of the key inter¬ 
views, representatives from Northrop's special counsel, 

Wilmer, Cutler & Pickering, were also in attendance. 

D. Detailed analysis of payments made to consultants - 
This was the most time-consuming of any of the procedures 
employed. The procedures involved the followings 

1. Data was scheduled regarding all consultants - 
One of the initial steps was to obtain a listing or schedule 
showing data with respect to all consultants employed by 
Northrop during the three years ended December 31, 1973. 

These listings or schedules were obtained from the Northrop 
corporate office and each of its outlying divisional pr profit 
center locations. As to each consultant employed by Northrop 
during those years, the following information was obtained: 

(i) Name of consultant; 

- (ii) Amount of fees and-expenses paid during each year; 

(Aii) General nature of services provided. 

Later, as the special investigation progressed, additional 
information was obtained, including the name of the Northrop 
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executive responsible for employing and/or supervising the 
consultant* 

These detailed consultant schedules were reviewed 
carefully and additional information was requested as appro¬ 
priate* 

2* On-site review of consultant data - After a 
careful office review and challenge of the consultant schedules 
prepared by Northrop personnel at its various corporate and 
divisional locations, Ernst fc Ernst investigatory teams, 
accompanied by a representative or representatives from Price 
- Waterhouse, made .detailed reviews of the information reflected 
on the consultant schedules* 

As shown on Table X of the Report, the Northrop 
locations visited by these investigatory teams accounted for 
between 83% and 87% of the total payments of fees and expenses 
to consultants* The amounts shown on Table X are exclusive 
of certain fees applicable to scientific and technical services* 
During such visits, the accuracy and completeness 
of the.consultant schedules were tested by the Ernst & Ernst 
and Price Waterhouse investigatory teams using comparisons 
of such data with the various records and other documentation 
maintained at the corporate and divisional locations* 

These procedures were aimed not only at determining 
that the information shown was correct, but also at obtaining assur¬ 
ance that no consultant had been omitted from the schedules. 
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Both statistical and judgmental sampling techniques were . 
employed. . # 

3. Extraction and inspection of consultant agree¬ 
ments - As a part of the Investigatory procedures, all signi¬ 
ficant consultant agreements were extracted to determine the 
followings 

(i) Northrop executive signing the agreement} 

(ii) Reporting responsibilities} 

(iii). Information regarding services performed} 

(iv) Compensation provisions. 

4 . Confirmations - Confirmations were requested 
__from all listed consultants who received payments totaling 

$20,000 or more during 1971, 1972 or 1973, with the exception 
of certain types of professionals of known reputation or 
under circumstances in which the nature of the service was 
obviously not suspect. 

These confirmations were signed by an appropriate 
Northrop executive and requested the followings . • 

(i) Confirmation of amounts paid during each of 
the. three years ended in 1973 s 

(ii) Information concerning any amounts paid or 
advanced to' the consultant, which were returned to Northrop, 

its subsidiaries, directors, employees or other* Northrop 

♦ 

representatives} 



(ill) Information as to whether any portion of such 
payments by Northrop had been used to make political 
contributions or other unusual disbursements (not in 
the ordinary course of busihess) at the direction of 
Northrop, its subsidiaries, directors, employees or 
other representatives* 

As will be seen in Table XI* of the Report, the 
response to these confirmations was not generally satisfactory, 
even though second requests, cables, telephone calls, etc* . 
were utilised in an attempt to obtain replies. It should be 
observed, however, that the consultants not replying were all 
located in foreign countries, where long delays or difficulties 
in obtaining replies are not uncommon. 

Assurances were obtained from the three principal 
law firms representing Northrop as to their full disclosure 
to*Ernst & Ernst of matters within their knowledge pertinent 
to the Special Investigation* 

5. Follow-up procedures for selected consultants - 
As a result of the above procedures, certain consultants were 
isolated, based upon the following factors, for more specific, 
detailed inquiry: 

(i) The existence of unusual contract provisions; 

(ii) Commission rates which varied from rates 
paid to others for the same or comparable services; 

(iii) Large or unusual payments; 

(iv) The nature of the services performed; 
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(v) The identity of the Northrop executive 

requesting the services. 

Emphasis was placed on foreign consultants and 

on situations where services performed were associated with 

marketing and related activities rather than with scientific 
% 

and technical services. Follow-up procedures included: 

(i) Reviews of correspondence files; 

(ii) Further inquiries of key Northrop person¬ 
nel concerning their knowledge a^ to the services or of 
the unusual matters noted. 

The extent of these procedures varied depending on 
the nature of the matter being pursued and the responses 
received. In two instances, personal interviews were con¬ 
ducted directly with the consultants involved. These were • 
William Savy, the French consultant, through whose assistance 
funds were made available for. the political contributions 
made in the 1972 Presidential campaign, and Francis J. De 
Francis, a Wasington D. C. attorney-consultant who worked 
with the Company on a number of overseas matters and who 
received a portion of the Savy - provided cash funds in 
connection with the performing of his services to Northrop. 
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6* Additional Specific Areas of investigation - 
Ih addition to the specific procedures previously described, 
numerous other investigatory procedures were employed/ ariong 
which were the following: 

(i) Expense accounts for over twenty key 
Northrop executives were reviewed in detail; 

(ii) The various compensation records and 
arrangements for the seven key corporate office 
. executives and the chief executive at each divisional 
location, were reviewed; 

(iii) The personal bank records and . 
tax returns of seven key corporate officers were obtained 
and subjected .to detailed examination; 

(iv) The use of Northrop facilities for pos¬ 
sible political purposes was reviewed, *This included _ 
among, other things an executive aircraft and a hunting 
lodge in Maryland; 

(v) Internal policy and procedure statements, 
internal audit department reports and similar documents 
Were reviewed as appropriate. 


\ 


DOCUMENTS RELATING TO FOREIGN SALES & OPERATIONS OF 


LOCKHEED AIRCRAFT CORP. 


Released by 

Committee on Foreign Relations 
Subcommittee on Multinational Corporations 

United States Senate 


EMBARGOED FOR USE: September 12*, 1975 
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p;:3 

lOCKHtlD AIHc«4f» MltBNAIIMU, MCX 

INTERDEfVtRTMENTAL COMMUNICATION 
To W. G. Hyero - CORLAC 

mom J, W. Clutter - LAIL 

SUBJECT: 



tm. hm. ruutr 


JWC-5P34 

BATE August 11 , 


% 

l?i5 


•If?. ILBf. FUAT 


During the Division Managers meetings at Sunnyvale, I mentioned to you that 
X had received a letter from Marion Vandiver concerning .Indonesia President* 
Sukarno recent visit to France and his negotiation for Slid Aviation Co. 
helicopters and Fokker F-27 ! s and F-20's# 

In these aviation programs our representatives the Dasaacl ljusin Concern are 
representing Sud Aviation and presumably Fokkor as veil. ‘This is of course 
in violation of the provisions of the Lockheed agreement with Daeaad Kusin . 
however to be- realistic we both agreed nothing should be done abbuTT lfUince 
Dasgad^does occupy a uniquejtosition in dealing with the Indonesia n Govern- 
ment and with Sukarno T n£self # A 3 long as Dasaad can be equally effective in 
the sale of Lockheed"pbodccITs, whenever we can sell to Indonesia, we seem to 
have no alternative but to continue to work with him. 

I dm enclosing a copy of Vandiver's letter as you may'find his general report 
of interest. Alice and I enjoyed being with Free and you if only for a short 
period. Hope we will both be home during the same period in the near future 
so we can get in that golf game. * 

Beat regards, 


J, 


Clutter 


JWC/fk 

Enel. 


X 
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I 

Memo for FUe 

LOoiViJ&Xili il 11 ii; 2.,. 

June 

11, ,1 
( 


Vf, G. Myers 0201 61 Al 6611 

INDONESIA 

Iff J0NE 7. 1965: ’ 

'* II P l I ■ — . * 


Ed Hausmaii and Chuck DeBedts called and said Indonesia wants fourth JctStar. Gcla 
has submitted contract terms and price to Djakarta through their Ned Ridings. 
quoted $1, 874,000--the same price quoted on the No. 3 ship. Indonesia said theyi^B 
wanted us to price it at $1,974, 000 and then pay additional corhmlssion to DasaadT^^ 
The price of the third airplane had already been upped $100,000 for the same reason.! 
The Indonesians threatened that if we do not agree they will buy a Caravelle. The las 
time they threatened to buy an F-27 unless we complied. The same technique has b«l 
used in pricing of Staffpak, JetStar No. 3 and a C-130 in one case. The commission tj 
Dasaad on the fourth airplane would then bo $200, 000 plus 3% on $1.7 million. Gelacl 
question to us: Should we agree? I promised to discuss with Kotchian and Htfughton \ 
and advise. 


JUNE 8, 1965: ' * 

7:45 am p. J. Haughton and I discussed this. I stated I felt we should hold at 
$1, 874, 000; that this hanky-panky had gone far enough. We discussed 
the various ethics of it, and agreed that even though it would not be 
costing the company or the U.S. (ostensibly) any money, it just isn't 
right, and there is a limit somewhere to going along with this. Dan 
asked me to check with Carl, and if he did not agree .we three should 
get back together again. 


I 

i 


8:00 am I spoke with Carl. He did not feel strongly on it--»could go either way, 
and would be wUling to go tguthe $1, 974, 000 price if necessary. Y/e 
agreed 1 wouldMU Gsm%ilf(tnd tell them we preferred $1,874, 000, and 
tell them to make another try at that number. 

\ 8:30 am Called Hausman and DeBedts. They stated Bob Mitchell wants to deal 

at $1,974, 000, and so they were doubtful they could negotiate further; but 
said they would discuss and call back. 1 


2 



Juno 11, 1965 


Memo for File 

00d4G» 


JUNE 3, 1965 (Continued) 

12:00 Noon Chuck and Ed reported no room to argue further. Need to tako firm 
position one price or another. Gelac will abide by our decision* 

JUNE 9. 1965: 

4:45 PM Discussed with A. C. Kotchian and D. J. Haughton. Dan indicated he 

wanted to stay firm on $1, 874, 000. Carl Kotchian confirmed this to me 
again following that meeting. i 

JUNE 10, 1965: 

8:00 AM 1 called Ed Hausman and told him our Corlac decision was to stick at 
$1,874*000. / * 


cc: D. 


D. Stone/B. Zeis 



W. G, Myers 


Roaie, Italy 
j July 


. i. *, ter 

• . « AV*it . ' treat 

.* 14, California 

JuCks 

:;*ve refirr.ed from Paris having spent a few days tners with •* 

V t Jukarno, A. M. Dasaad, et al. Other than general con- 

f-.fc.*;:.* w;.ior* is normal on their type of safari, politics con- 

I have the following to report* •*■•• — 

*s.f*e *X4 J, great disappointment in the postponement of the 
!r:-*ei«n Conference In Algiers* Red China had planned to use 
;*» as a lever to not only show their strength with tae South- 
c ..it Asia:* nations but also as a penetrating force in to* new 
Airlcan states* .Indonesia's relationship*with Red China nas seen 
c-oae dor:r^ the past year* China has supplied not only asateriai 
out flr.ai.cee running into the aillione of dollars* lied 
lira's immediate recognition of the new Algerian regime indicated 
tneir approval of the new government* However, Colonel Bcuaedienne 
is not living up to what China plached. Indonesia now clauu toat 
i ? s position has been saved by the postponeaent, as they feared 
Malaysia would eventually be invited. President Sukarno had planned 
to Blast the capitalists, imperialists, and neo-colomaiiats in 
hit* speech at this meeting at Algiers* To everybody's oenefit, 

* specially ours, this did not materialize due to the postponement* 

Tne son tctal is that Red China's position has weakened along wita 
d»m irr.c' s. 

?:.« purpose cf President Sukarpo'a visit to Paris after hi 9 meeting 
': Cairo with PresidentGftpsexitSidQCho 2a lai was to promote more 
Pr*:.ca :r*dxte. Prenoh industry, as well as the Prencn government,. 
i.i 1 nr.*.; its best to expedite more business wits .Indonesia in the 
f*ra of heavy engineering and aircraft* Our representatives Dasaad 
rjBin Concern ure representing Arenac industries including Jud 
Aviation. Bad Aviation wilt oel" 1 three heliocopters to Stutarrio* 

7k*y are cion trying to sell their other aviation products. Citra 
is also pushing to continue its contracts in the heavy construction 
:':*ud. 

• • ? Hxer pvople from Holland were also present in Paris fur the 

* »;! the P-27 and P-28 to the Ind jnetilans* |MpJ&.*><d has eased 

* • ?r-i;t to Ii.auneaia und tn? :/ro.#pect for t( Pokker mttcuir.es for ? 

.la ...ks promising for the Dutcn. j \oat raw products, s-*ch as , 

I 4 * 


BEST AVAILABLE COPY 
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• . :uuber. **! icoo, will be uold tnrcu*b tho Dutch. Thu way tho 

* *mur* prior to Indonesian md speed once* Dunk Indonesia 

.:rth oxpa>-le * : la operations in Holland to clear tiiia bualnusu. 

Tr.io ia :* strategy used by the Dutch to guaranty® tho payments 
c:: tne *». ts..de4 Indonesian credit. 

Garuda 1 lories ia has purchased four DC-8a. Twenty million dollars 
ha? b--n ta .d :n cash. This money was provided by Subandrio'e 
?yr":... Affaire ?unas. The source of this money is not quite clear 
hu* t :• i i rvanorea. from reliable sources that the biggest share came 
frc . a c.tah loan from Rad China. 

*t*h regard to Lockheed's products, Garuda has experienced cracks' 
m the wings of the Klectras, also an accute shortage of spare 
parts. Dan Stevenson has explained to ae the reason for the sparo 
parts* shortage. It's the lack of initiative on the part of Garuda, 
^nd presumably our agents' efforts, to extend the letter of credits 
f :*r th* purchase. The cracks in the Slectra wings are probably 
/.aiiur to the alarm over the Australian 31ectra*s, and perhaps 
G.*rsia has not received the necessary bulletins, inspection notices, 
c *ias failed to carry them out. In any case, it is reported that 
*«*raia has grounded two of the aircrafts pending news from Burbank. 

Ta«* »J-130a are only partially in operation due to a lack of spare 
juris. This ia understandable because of Washington!s policy on 
-.-•;.rts for military equipment to Indonesia. However, with the In- 
* i tauns it ia not understandable oecause’ of the Aero Commanders 
***** will be delivered to the Indonesian array during the next two 
r.or.;ha as well as the third Jet Star that will be delivered in 
August. In addition, the Pokker ?-27s ore powered with the British 
'iolla Royce Darts. Washington's contention ia that they are under 
pressure from the British not to provide aviation material to Indo¬ 
nesians because of their support to Malaysia during the confronta¬ 
tion between Malaysia and Indonesia. The same situation exists with * 
American ohippinr who are selling ships' spares to Norway for ths 
Indonesian Mercnont Marine. To alleviate the spare parts' shortage 
for Lockheed equipment I have pressed A. M. Dasaad to follow up the 
after eal*s service for our equipment and explain to the president 
*aya and means to get around Tfaahington's embargo against Indonesia 
so that Lockheed can supply the necessary spare parts. Robert 
Mitchell of the Georgia Division has suggested that Garuda purchase 
one 2-130 so that spare parts for the*total fleet could be purchased 
through Garuda. 1 have given this idea to Dasaad and the President. 
We should know the outcome shortly. 

T;;*‘ Indorwnian group will arrive in Rome July 10th. My plan is to 
review Urgin'them their requirements in all items that involve 
* AT• >j? co my past experiences with the company I Know it is not 

a:/iut ie that LAI get involved in cue other divisions' business, 
t wit. my difficulty fcith Rieka over the sale of the last*two Jet 
2*. -re. T*ii rejere, I an in direct contact witn the Georgia division • 


59-120 0 - 76 - 60 



* \ ifornia diviolon* I do not know how LAI could play a part 
;n *.h»3 oth»#r than benefitticg in the future* 

I recoaaond that we follow through with what io necessary to koeo 
I»c*r.*ed‘ s name in the forefront in Indonesia* I will continue to 
.'Maintain :loo*« personal relationship with the responsible purtios 
of the Indonesian government. 


1 «ill be in the United States In September* In the meantime you 
c.«u find me at oy Stockholm address* Kindest regards. 


Sincerely yours, 

Marion ?• Vandiver % 


Jt 
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MTIXOCMOTMCNTAl COMMUNICATION 


k> E. J. Hauemon - CELAC 

H. Keen - CELAC 

XSiL 

woo./ 

tow 

W* 

•♦"August 20, 1$C 

K6j-«9 

»*om 0 , 2)« Stone - CORLAG 

y^ycg -01 

•too./ 61 

IOM 

g-T/A-l 

*"• 661(6 

suwter. LAE/AJ/BDESCO RAYA 2 X 2 CU 2 S 2 .TAXIOR 






l 


Attached for your review are documents vhlch accomplish the following: 

X . Cancellation of Lasaad Ilusin Letter Agreement K 65 -H re additional 
commission on Jets tar spares (M 63 - 88 ) 

2* Exclusion of $1CO,OCO tron the price of the JetStar Airplcne 
described in Contract E6. GIX-21 la calculating cosnlssioa under 
Dasoad Kuzin Agreement (>365-87) • 

3* Creation of Con stilt ant Agreement with P. T. Indesco Raya, new 
eoopany established by Isaac Passed and his brother (3265-81) 

4. Establishment of CELAC Products Agreement with Raya to pay 
certain "special** compensations which ore in addition to those 
payable by the normal terns of the Baaaad Mu sin Agreement. In¬ 
corporates additional payments originally to have been provided 
for In Ko^-ll, 2264-12 and >264-87. (K65-82) 

Ve are enclosing two (2) IDC's from Bob Conan which state the risks he 
feds we take in entering into the P, T, Indesco Raya agreement. Ike 
Pasaad has had the completely executed copies in bio possession and pre¬ 
sumably still has the original of 2263-11. The completely executed copies 
of 3464-12 and >264-07 have been held by us, and it would therefore seen * 
that they do not fose the sane hazard. 

\ 

Will you pleaaft di scuss the documents and the ncao with your "counsel and 
lot ne have your recommendations. — 


Enc.: >365-83 
K65-87 
. >365-81 
>365-82 

EDO, Conan to Zeis dated 
XDG, 9 # • * “ 



\ 


7 
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K»y 14 , 


K55- 60 


Peoncd Seals Can sera 
3-9 BJelna "Jen^-ch 
Pj^rta-^ta, Indonesia 

Continuant 

Shis will ccnflrn our nutunl understanding onl agrecaent os hereinafter 
cot forth rci,nrdinj that certain Ajrecxst between ua dated January 1, 1990, bearing 
tbs synbji £l/^£&Oj on heretofore oceaded by Letter Agrexttnt K6>-11 dated J larch k, 
IBS?. 

/. Said letter Agreescat ttSy-U, providing additional condensation with recipet 
to Jct3tar Spare Parts sold pursuant to /acauacct Ho* 2 to Contract Ho* GH-lo between 
Iccl&ccd Aircraft Corporation end tao Ccvorcs^nt of the Republic of ladaseoia, Is 
hereby cancelled in itn entirety os of Kay 14, 2963 . Coepenoatioa with respect to 
such Spare Pnrua shall bo payable only in accordance vita Koproaontatioa Agreosent 
Cl/l^P-’roj as othercioo osendtsl. 

% 

* If the forcrqin^ .correctly seta forth our uutual undoro tcndiu~ and agrccuoat 
in the prcnicoa, hlcdly so indies to by c levins in the space yrovidod bolov, cr;d by 
returning to uap both the original end duplicate original of this letter Agrecscat. 
Follouirc receipt of the docuaeoto executed by you, uc will ccaplcto execution thereof, 
end return the original to you for your records. 

. t . Very truly yours* 

tcaazzD /aneaxn ccapauma 


Tno fere^ain^ correctly cato-forth 
our cutunl unicrotasdlns and 
scrcecejit in tho premia co. 

Bated so of thy Ik, 1$C5 




0 * 
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torch Jj 1 


K65-G7 


Duoaad I Lair. Concern 
3-5 D«alan -Jcr.ry.ch 
PJaharta-tots* Indonesia 

Gentlccon* 

Shis will confirm oar eutsl undorstandius end o^reecent co hereinafter 
cot forth ro ; ;-raii^JLhat certain Ajreeacat between ua dated January X, 19>3, bearing 
the oy.ibal Gl/lASWjT and the Itdiibit thereto, cs ouch A^eesant end Exhibit liavo 
heretofore been on ended* 

1* Loot hood Aircraft Corporation too entered Into Contract to* G12U21, 
dated 6 tovesber lybj, with the Government of the Republic of Indonesia for the cole 
of one todel Jetdtar airplane (hereinafter referred to co tho “Airplane") at a 
purchase iirico of $1 j0<’;O,CCO* 

1 

2* Hotvi the tending the provisions of that certain Agreement dated January 1, 
1$&, (GL/lk2'-£'l) and tho lifiibit thereto, as such /.^rccreat a ad c’xhibil have been 
heretofore amended, and notvltbatending tho purchase price of tho Airplane set forth 
In Contract to. GIZ C-21, 2 ? of $X//hO,CCO (or yjh,COO) chall bo payable oa commission; 

3 # It is further understood and agreed that the. payments isade pursuant to 
this letter A^reenent ore in lieu of cay ord all corsuisslons which al&ht otherwise be 
payable by Ixj.hsed under Representation A^rceseat Gl/lk?^3 to connection vitU tho 
oalo of tno Airplane under Contract GLK-21* , 

If tho f Grossing corrdetly sets forth our cratual understanding end agreement 
in the praaicos, liindly co indicate by signir .3 in the space provided boiovjcnd by 
returning to usp both tho original end duplicate original cf this totter Agreement# 
Following receipt of tho documents executed by you, we will ceapleto oxeeution thereof 
end return the original to you for your records* 

Very truly yours, 

UCCKE2) ASSCttTO CORFOC^mi 


K:o foregoing correctly sets forth 
our r.utual understanding end 
oercemant lit the premises* 

Doted co f of ton:h 3, tyOk 


• By_ 

M. Gliiora lyero 
'• Vico President-!iarhoting 


I 


9 
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COIISULSAIt? A 0 n K B M £ I? X 


CTI3 AGIlSTSrrS ia entered Into cs of Iby 15, 19^5, by oud between LCCi": ::.d 
- /.ji&dU* CoiU w.C.Vlul, a California Coivarsticn with its principal office and ;.:sc: of 
business in EnrhurK, California, (hereinafter cell:! "iaoUiecd"), c::u f. 

IlVfAj a corpora tiou with on address ot DJalcn Eattiurtua lu, Dja^rta, Indonesia, 
(herolifter culled "Consultant")* She ;nrtioa hereto n^preo oa follows: 

1. In consideration of oervljcs, consisting of liaison assistance erd counsel 
furnished by Consultant to Lasiihcod uitn respect to certain calco by Loc.&cod zo 
cust^ra da liidonosia, loehheed dull reimburse Consultant in accordance with iroducts 
/i£*eci;o:vto supplementing this Consultant /^rcasent* 

2. tfsyasat hereunder dull bu coda upon caayletion, of dclivory of the product 
end tc*on conviction of pcrfcrsonco of tic services opacified in said oupptaseatsry 
Products /.jrcausnta, except diet if final pays cut of tho on lee price io to be made efter 
ccadlotica of delivery or perforraace end Lee: Jived decs not have uasuronccu satiofaetcry 
to it that final potent will be received, Lochhccd shall determine prior to the time 

of cenylatioa of delivery or pcrfur-cenes the tenner in which, end cny reduction in the 
mount which, Consultant shall bo paid end shall notify Consultant therof. * Such tanner 
o::d reduction in acount of psydont by Locuheod to Consultant shall bear a reasonable 
relationship tu receipt of payment by Lscldneci* Such payment shall be directed to 
Consultant at til 2 address set forth above or ot such other address as Consultant v 
specifies in writiaj* 

3* All ouas of money aenticecd herein refer to lawful money of tho United 
States of America, and oil poycoato pursuant to this Agreement shall bo undo in such 
iacacy. 

b* Consultant shall act as oa independent contractor in porfomirij cervices 
hereunder and shell neither be, nor represent itself to be, on s^ent or an employee of 
Xochhced* Consultant cay neither accept, approve nor execute cny order or c6utruct or ‘ 
other ajroeaeut e:i behalf of, or in tho nano of, Lacl±oed# • 

5* Consultant shall assume end cliacJiar-^j fur its own account oil casts end 
expenses incurred in connection with its cctivitico pursuant to this Agreement. 

* 

6m tfsithar all nor part of this A^ccner.t, nor conies duo or becoming due to 
Conn ultc ut hereunder, nay be assigned or transferred by Consul taut without tho prior 
written consent of loehhccd. 

7* 2his written instrument, os it nay bo cepplcaoatcd by IVoducts A^reaacats 
c Wl^lcd obuve, constitutes the entire r n/ rcc:;.d between the parties and coy not be 
otherwise varied or amended except by written imst&vcaat executed by both parties 
concurrently with or after the o:ueutiu:i of this Agreement* 2l» laws of tho btatc of 
California in the United States of America shall covers the interpretation oud construe- 
tiua of this Acfv.cnoat* 

0# ffiio term of this Agreement shall cemcenco as of Kay 15, 19 i>, oad dull 
c ^; i: *be until this Aprecaeut is teraiiiatcd by cither party upca thirty (jO) days 1 
- n **lcc to tbs other party', ^ivea either by registered cell*, cablo or x’sdio^rja directed 

* i 

10 
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to th : tiX*2V>'»ri£;tC5 oddrcsa act forth obave or to ouch other oddrcco co ray l:\vo been 
Oi-oj/fici la writinj* Tho termination of this A.^reo-ent shall n*it reiiovo JUs l:;-! 
of 1 C 3 cbiicatloa >o i/uy to Csnjultsnt su.'.o par;roaat to this ^ocr:caa with iv.Oi.tcct 
tj a:»y contract vl* oalo described iu the cbovo nentisacd caijlcaontcry Products 
which la accented cad ain;r*ovc<l tty to elided prior to cuch termination* 

211 i.TE^EOF, tho portico hereto have c;a>cutcd this -A ere cocat r,a of 

the Coy cr-d year first obovo written* 

locked atzcks? coRPOMiori 


Sy_ 

«# Gifford ityorc 
Vice IVccticaC-ilarlujtiac 

' ' L 

P. T. dSSSCCO fwV/A 




TGUmTlUoaGd 
Vico iVesidoni 



* 
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toy 15 , 1555 


1165-03 


P. -• SuCesco Puyn 
DJalan Pattii.nus 16 
DJaiuirlu* Indonesia 


Gentlemen: 


Subject: PfiCC’JClS ACCEda? - LCC&^-CSCdOIA CCfflAEY 


1 « la connection vith yom- Consultant Agreement r.o 5 - 3 l dated Kay 15, 1565, 
this will confirm our mutual uadorstar&Iias and ccrccccat, supplcrcnticv the provisions 
or caid Consultant Agreement. 


2. (a) Latticed Aircraft Corporation entered into Letter Acreesent C6j/7£/}L 

uitU the Government cf the Republic or Indonesia cn January G, l£&» Ihia letter Agree¬ 
ment provides for the fur rds'uic^ or cervices and nstcrielo to tho I'coubiic of Indonesia 
by Lockheed for (l) cucr-cr.cy corrosion repair on ci"ht C-ljOD airplanes, (2) overhaul 
and repair of tuo C- 1 JC 3 airplanes and on the Job training 01' Audi personae! cud (j) 
ossistar.ee in catablicliia^ a C- 13 C 3 overhaul mid repair facility at 2saduc3, Indonesia, 
Tao letter Agreement requires that cervices end materials to bo furnished bo more 
fully detailed in formal cncadr.ent3 to Contract Cy^-IOG'J. 


(b) Kith respect to direct calcs rade pursuant to cold Letter Agre eme nt ’ 
Coj /?5 vy^-* ona pursuant to amendments to Cucuruct G^-ICCj resulting therefrom, tvs 
Pollowir:*; compensation shall bo paid: 


to 

(n) 


3 ^ on ell services $upiisbcd pursuant to parccrapiu 


X end 3 oi "held letter A^rccaeht 


3? on the total sun payable under para^roph 2 oi said 
Letter A^rccaeuv excluding personnel per dies for Ao.ll 
trainees. 


’ (ill) 3 # on ell me ter lain (including Spare Parts, ACC, Facilities 
and Supplies) furnished pursuant to pare crap ha l.ocd 3 of 


co id Letter Ajrecuc.;t, 


Tho above car.onsoticn provisions do not extend to other field 
service contractual covers-e nor shall t*u rj apply* tJ opera parts and i>-oucd support 
0duiru.c;;t cold under other centra eta or contract cr.cndncr.ts. 


3. (a) Lockheed Aircraft Corporation has entered into Contract I.'o. CKI-21 

Gated 6 November 15 * 63 , uitli tho Csvcr;:r.cat of the Republic of Indonesia for tho asio of 
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o::o U -del Jctdtcr airplane (hci-ilnafter referred to co the “Ati*:>lo:;o u ) 1 .t u 

pU**w«-* 3 » ui* ^tljC^OjOviO* 

(b) WotwiUiDtaaiiRj Xiis purchase price of tho Airplane cot iVrtU la ,* 
Contract Ifd* CL.^-21, if) of vl/ftO>GLd (op ft. id c “Gpe&ial Foo" of 

o.ioLL bo ixilcl to Consultant, ccactituvinj a tatal of v 117# 


U* With respect to JetCtor cnavo psrta cold pursuant to Anendseat I .'a. 0 to 
Cjn~Vcet Gu\-l6 bOtvcca Xeciihccd Aircraft Corporation cad tiio Govorcna.it of thu ?..pub 2. 
ox' Ir.dj.MO in, LceJiccd dial! pay Ccruniltont thrao pur cent of tfca calcs price 
thereof end ce* ocdihicruU fco of iCO^GOOm 


Xf t!:o rore t ;cin^ Correctly cots forth Our actual uadcrcu:r.din« cr.d c^acsest 
.In the premises, Idadly co indicate by cijainii in the opsco provided Uoisv, etui by 
roturair.j to U3 both tire or nil and duplicate critical of tliio Latter Ajrceuar.t. 
Koiloeir.;; receipt oi* the dacuscsea exacted by you# wo will ccnylate oxocutica thereof 
tied return the original to you for your records* 

Vory truly youro# 

MCtfnFJ) Aiasaafig ccru>CR.t2:io-:i 


3Ejo fero^oin" correctly ceio forth 
our mutual ucdoraloading and ccroeuect 
in the premises* 

iLted ao of Ihy JL5# V&5 ’*'* 

T* iDi^CO HAVA 



Vico uroaident 


W 7 Gifford i lycra 
Vico Prcaidcht-ilartetioo 
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mt 4 ICNOCrAtlf/ACN fAL COMMUNICATION 

*0 Dotty Zcls ' / & 02-01. 8»' 6l 8T' A1 0 fa/t'i 


•> 

% 

IKnl . . „ _ MM./ »IOO./ n*NI/ IJU. 

,K5M Robert H. Canon o«c h . *ohi iac 

PROPOSED COXSUVEiXtik AGnSS-Sr.T AuD PRODUCTS AGREEMENT - LOCKHEED AIRCRAFT 
CORPORATION AND P. T. INDESCO RAXA 

This is vith respect to our discussion on Tuesday concerning the proposed 
Consultant Agreement between Lockheed Aircraft Corporation and P. T. 

■ r 0 * s Ir.desco Raya and the pi*opoced Products Agreement supplementing that 

Consultant Agreement, 

Under dates of February 6, 1564, Khrch 3, 1964 and Kerch 4, 1965 Letter 
Agreements were prepared between LAC and Dasaad Kusin Concern with respect 
to the payment of certain commissions and special fees concerning the sale 
of therein described products by Geluc to the government of the Republic of 
.Indonesia. I understand that although these three Letter Agreements were 
signed by both a representative of Dasaad KusirTConcern and by Mr, Myers 
on behalf of Lockheed Aircraft Corporation that they were never delivered 
to Dasaad Kusin Concern and that all copies signed or unsigned are or will 
be in your hands. I further understand that in an effort to carry out the 
wishes of Dasaad Musin Concern and the new company P. T. Indecco Raya it * 
is now proposed that these Letter Agreements mentioned above be withdrawn 
and not delivered to Dasaad Kusin Concern and that in their stead the 
proposed Consultant Agreement and Products Agreement be entered into between 
LAC and P. T* Indesco Raya. This should only be done after the advice and 
opinion of Division Counsel for Gelac has been obtained as to whether the 
\February 6 , 1964, March 3* 1964 and March 4, 1565 Letter Agreements can be 
bo withdrawn without liability to LAC. 

There is an additional problem which is presented by an assignment dated. 
August 22, 1956 under which A. M. Dasaad and Dasaad J-uisin Concern assigned 
one-third "...of the amount due me, A. M. Dasaad or Dasaad Musin Concern 
H. V.; 3/5, Djalan TJengkeh, Djakarta, Indonesia or to whomsoever Lockheed 
Aircraft Corporation pays the commissions or monies due from all sales of 
aircraft, engines, spare parts and services included in my representation 
*or agency for Lockheed Aircraft Corporation". As I read this assignment 
it means that where aircraft, engines, spare parts and services covered by 
the Representation Agreement of January 1, 19!# between LAC and Dasaad 
Kusin Concern are sold and amounts are paid .by LAC either to Dasaad Kusin 
Concern “or to whomsoever LAC pays the commissions or a»nies due" fro:a*cuch 
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August 19# 


sales, one-third of that amount is subject to this assignment. Since all 
the products covered by the proposed Consultant Agreement and Products 
Agreement with P. T. Indcsco Raya, except cervices and personnel per die-, 
for ALRI trainees, arc also covered by the January 1, 1953 Representation 
Agx*eement, iz ic my opinion that the assignee under this assignment would 
a basis for contending that the ass icnrr.cn t covered corrodes ions provided f% 
in the proposed CoTicultant Agreement and Products Letter vith P. 1'. Xnde.-c 
JRaya. This contention could be made on the ground that P. T. Indescc Ray* 
falls within the terms "to vhomsoever Lockheed Aircraft Corporation pays 
the commies ions’* and that since the sales, with the exception mentioned 
above, are of products covered by the Representation Agreement of January 
19>3 they are included within that assignment. For this reason X am not 
able to advise that the proposed Consultant Agreement and Products Agreed’ 
with P. T. Indesco Raya is clear of the problem presented under the Augur 
195^ assignment. If ve make the .payments provided for under the proposed 
Consultant Agreement and Products Letter without observing the assignment 
obtaining a written agreement from one assignee that the assignment does j 
apply, ve would do so with the risk that the assignee under the August 22 
1956 assignment may make a claim and may prevail in his claim that he is 
entitled to one-third of those Gmounts. 

9 

_ . ¥ OcoUS-iC' 

Robert H* Canan 
Assistant Chief Counsel 
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suuccTi PROPOSED CONSULTANT AGR2RENT AHD PRQDCCT8 AGREEMENT - LOCKHEED AIICRAFT 

CORPORATION A HD P. T. INDESCO RAYA 


W'.ic Is vith further reference to my memorandum of August 19, 1965 
to Betty Zoic on the above subject. 

Betty came over last Friday vith the information that the Letter Agree¬ 
ment of M arch 4 . 1965 between Dasaod Knsin Concern end Lockheed had, 
contrary to the information she had at the time I wrote my memorandum 
of Auguet 19, actually been delivered to Dtisaad Musin Concern* There¬ 
fore, it is necessary to cancel that March 4, 1965 Letter Agreement if 
it Is determined to go forward vith the proposed Consultant Agreement 
and Products Agreement vith p. T. Indesco Raya. I advised Betty that 
the letter dated May 14, 1965, designated M63-88, vhlch she brought 
over seemed to me In proper form to r accomplish a cancellation of the 
March 4, 1$R>5 Letter Agreement designated M65-H, 

I oust advise, however, as I stated to Betty Friday, that this situation 
casts further risk on our proceeding vith treating the proposed agree¬ 
ments vith P. T. Indesco Raya as independent of the Dasaad Musin Concern 
Representation Agreement. Certainly having executed and delivered the 
March 4, 1965 Letter Agreement vith Dasaad MUsin Concom covering part 
of the some fees and commissions now proposed to be covered by the • 
proposed agreements vith P. T. Indesco Raya’, will be valuable evider.oe 
to the assignee under the Jbfeust assignment if he takes the 

position that the fees proposed to be paid under the agreement vith 
P. T. Xndeoco Raya arc covered by that assignment. I regret having to* 
advise that this is the case but the fact remains that if it is decided 
# to treat the cocaissiru* and fees under the P. T. Indesco Raya proposed 
agreement as being Treo of the obligations under the August 82, 1956 
assignment, that decision should only be mode after weighing the risk I 
mentioned in the Au/;ust 19, 1965 memorandum which I now believe Is 
accentuated by the fact that the torch 4, *1965 Letter Agreement was 
executed by both parties and delivered to Dasaad Musin Concern. 

' " I 

* Robert H. Canon 

Assistant Chief Counsel 
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MSI) TO FILS 


May 20, 1 </>('» 


SUBJECT: IHTERHAL RKVKHUB SERVICE - 

LOCKHEED - PASAAD jTfflK COKCKR^ K.V. 


On a recent audit of Gelac accounts the Internal Revenue Agent questioned 
the commissions paid to Dasa&d Kusin Company during I 96 U. These amounted 
to about $152,000. He was apparently mainly concerned with the fact that 
the money was paid, onerthird to a numbered Geneva account and two-thirds 
to the Wells Fargo Bank in San Francisco. He wanted to know what Dasaad 
did with the money, apparently feeling that if there were a payoff in the 
United States such a thing would contravene public interest and thereby 
create a situation where he should disallow these payments as a business 
expense. The answer, of course, is that we paid Da3aad this $152,000 as 
a comission on a sale to the government of Indonesia. We paid him this 
commission as and where directed by him to fulfill our legal obligation. 

We have no knowledge or concern with what he did with his commission after 
he received it. 

I * 

The IRS Agent has requested certified copies of the checks involved 
together with a copy of the letters of transmittal ahd a copy of our 
agreement with Dasaad (M64-86 only). These items are being collected 
by Frank Kupfer in the Tax Department and we are very glad to comply with 
the request of IRS. 

The foregoing action has been cleared with the Lockheed Corporate Tax 
people, the Corporate Legal people and I have discussed the same with 
Giff Kyers who approves of this action subject to approval by Tax 
and Legal. Both of the latter feel this is proper action to take. 


DDSrmlg 
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• iOK;i: lyj-w.: da ta 

y o.\ m;: it> i.ovenbcr v)C^ 

t.i. j'T'C'x: irniKsco haya (pat, a ad ) 


Hod Ridings, of Cclac, visited Isidore j-Ja departing there on 16 October 3</'&. V'.. : lo i.i 

the country, he chocked into the status of D&sand regarding Par.aad's govern.*.ent.-? 
standing since the change of governments and setback of former President .Vjkarno, 

Visits vith Dar.aad indicated a feeling that the Irdcsco Haya Company was still o.-.erat- 
inf. from a position of some strength, but Ned felt he needed further confirrvitiar..* A,* 
roaxdt, he went to the U. S. Embassy in Jakarta and asked than specifically whoVr.'--* 
Dasar.d could continue, under the new regine, to be of value to Lockheed. 

The U. S. Embassy indicated that Dasaad was still in good standing, and vcr.t so far 
as to cay that vo should, "be careful and give a lot of thought before vc ch'wir.vi oar 
representative in Indonesia". Apparently Dasaad has male the transition fro.*, g*.;*•. rt.o 
to Suharto in good shape. He has been assigned several importunt Missions for 
regime and vas the first person to obtain a permit to travel outside of tlx- country. 

Hie initial trip was one to Tokyo to give ascurcr.ce that the oil industry in Inc:. 
would survive ar.d no changes in its status would be cade. As resxilt, the ilv.bosr.y 
people think wc should continue to use him. 

August Dacaad told Hed, and this too was confirmed at the Embassy, that he \;ua being 
usod as something of a bridge between the new rcglr.e and Sukarno. The nev/sp-p^r.; 
will indicate that Sukarno*s latest, pretty Japanese wife is this bridge, bat thi.. 
is rot necessarily true. There is always the possibility tha£ the present governr/int 
is Merely using Dacaad and nay have him on the list for liquidation somewhere dour, 
the line — but there is no reason to think so right now. 

Another angle, , during a recent trip to Washington, told Bob McCune, 

in our bV.shington office, that we should not deal vith Dasacd but should xtac a new 
co:vj-.:;y that has been set up under sponsorship of the new regime. The name of cho 
new company is r.ot immediately available, but I understand it Managed tb** ir.ion*t 
Eokkcr program. The American Embassy discouraged our uso of the new company >>r. ;.r > 
grounds that cir.co it is a government device, vc would probably lose some aufu-ege 
in that it voxtld not be as eager to sell fbr us as Indesco Raya. At a later 

visited f.elac and although he was giver, every opportunity, ar.l vas 
virtually led into a position to repeat his remark about use of the government cv.- 
ho did not do so. However, he apparently brought it up again upon hi j rotvrr. 
to Jakarta. As result of this, Ked Ridings laid it on the line to D&caacl, told h‘.r. 
that internal forces were naldng noiccn, end asked Dasaad if he could fJx it x*p. 

Dasa.vl said that lie could fix it. 

Cclac 5 s presently preparing a proposal to the rovornr.cnt of Indonesia for -c-ha- 
bi.' i vat ion of their C-130'c to be cubr.itted about 1 December 1$,66. Indeneo I'-yn 
spare a coverage under thin proposal and \ii2X be paid corudesion on the cfave par.... 

Ko- vc.r, Celae in covering itself from a.price, standpoint by including snffief f, 
in the price to also pay government-crA^nrnrti’ firm in case wc are forced to do .... 

D. D, otona 
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I rry CKO KG 1 A COM r,V?Y 

Ynicrdepnr tnvufal Cerium icn cton 






CG7/3622 

To: 

D.W. Ccderberg 

Dept: 69-51 

Zone; 3 

C/8/67 

From: 

N.C. Ridings 

Dept; 69-51 

Zone: 3 

Ext: 7766 

Subject: 

LOCKHEED AGENT 

IH INDONESIA 




Since the advent of the coup in Indonesia, in September 1965, there hat bean 
considerable question within the Lockheed organisation as to retaining or can* ! 
celling our agency agreement with the Dasead* in Indonesia, Up until now it has 
been ay feelings that we did not know enough about Dasaad'a connections with the 
present Indonesian Government to allow us to nske a decision. Since September 1965, 
during my several visits to Djakarta, I have tried to obtain information that would 
enable me to make a decision regarding this matter. I am now of the opinion that 
Daaaad is well connected with the present Indonesian Government. The following is 
a suternary of events which has lead me to this decision: 


On 23 September 1966 D.H. Stillman - Dept. 70-52 * received a telephone call from 
a Mr. Bob Hasan in Washington, D.C. regarding the purchase of a JetStar for General 
Suharto, present Head of the Indonesian Government* (Bob Hasan is an old acquaint¬ 
ance of Stillman's dating back to Stillman's days with Aero Commander and his sales 
activities in Djakarta). Hasan related to Stillman that ha was in the U.S. 
travelling with the Indonesian delegation who at that time was in Hew York City 
regarding Indonesia'a re-entry into the United Nations. According to Hasan, the 
Indonesian Army was planning to buy an executive jet aircraft for General Suharto 
and was considering the purchase of a Lear Jet. Hasan stated that he had brought 
to their attention that AUftl already had three JetStars and if they were considering 
an executive jet for Suharto it made good aensa to buy a.JetStar rathar than another 
type aircraft. Hasan raqueated Stillman to invastigate the immediate delivery of 
a JetStar, price, etc. and call him back with this Information at soon as possible. 

Stillman reported this inquiry to the Export Sales Department and a meeting vet held 
attended by Stl\lnan, Wllkcrson, Cederbarg, and Ridings to discuss the aspects of 
this proposition. Stillman was advised by VIXkerson to inform Hasan that ha would 
be contacted by Export Sales regarding the possibilities of this transaction. 
Realising that a deal such as this would involve a commission for the party involved 
and Cclac already having a biuding agency agreement with Dasaad in Indonesia, it 
was decided that Gelac would not Introduce a third party. 

On 24 Septcwbcr Ridings called Hasan at his hotel in Washington and advised hin that 
we could make a JetStar available in January 1967. Also, ve would like vary much 
to sell a JetStar to General Suharto but we had an agent in Indonesia and ve would 
have to handle such a deal through this agent. Also, that ve understood in a 
deal such ns this thare would be a fee involved and our recommendation was that, 
upon his return to Djakarta, work with our agent and advise us the total fee 
necessary and this could be worked out* Hasan stated thit he could not work with 
hn.snad on this and gave ns his reason that he was connected with the present 
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governing regime In Indonesia And duo to inland's close association with Prosido.it 
- Sukarno ho could not even discuss this with Daooad. Hasan was advised that wa wera 
sorry to hear ho could not work with our agent on this matter but wo would not 
violato our agreement with our agent any no re than wo would violato any agreement 
with hiet it ho woro our agent* (As of this writing* nothing more has aver been 
hoard from gob Hasan, nor has tha Indonesian Government bought an executive jet far 
Suharto. General Suharto end his cabinet member# use tho AURI JetStar for travelling 
within and sometimes outaide Indonesia)* 

In relation to tha above events - on 24 September gob McCune of tha Washington office 
had arranged for a game of golf for Hasan, Air Marshal Rusmin, Colons! Wisnu, and- 
himself at one of the local country clubs in Washington, D.C. During the game Hasan 
made the following statement to McCune in the presence of Air Marshal Susnin. Htsan 
stated that tha AURI did not want to do any more business with Lockheed-Qeorgla Company 
if it involved Deseed as Lockheed *a agent. McCune reported this to Wilkerton and stated 
that although Hasan made this statement in tha pretence of Rusmin, Rusatin made no comment 
Air Marshal Rusmin and Colonel Wisnu vers scheduled to visit Colas on September 30 and 
it was decided that if Rusmin introduced tha subject regarding Dateed being Lockheed's 
agent this matter would be discussed but if Rusmin did not introduce tha subject then 
wa would not bring it up* Rusmin and Wisnu visited Calac as scheduled. During their 
visit two meetings ware held in tha CORLAC Conference Room, Tom Hay hosted Rusmin 
for lunch in the Executive Dining Room and Rusmin and Wisnu ware given a tour of'the 
factory and C-5A mock-up* That evening Rusmin and Wisnu vsre hosted for dinr.tr at 
Top of the Hart by B.J. Hausmaa with Charles Jackman and Prank OchSenfeld attending. 

At no time during the visit to Calac did Rusmin or Wlsnn ever bring up tha subject 
of Dotted being Lockheed's agent or Indicate in any ilay their dissatisfaction with 
this arrangement. ' 

On tha night of September 30 Ridings departed Marietta for Indonesia accompanied by 
a liaison engineer and Product Support Rep. to conduct a preliminary survey regarding 
a PAR MOD program. This team arrived in Djakarta on October 4 and departed Djakarta 
on October 16. 

After arriving in Djakarta Ridings mat with Deseed Sr. and passed Jr. and related to 
them the events that had occurred la the states regarding Hasan contacting Gclac 
about a JatStar for Suharto and his statement that ha could not discuss this with 
Deseed. Maturklly, tha Deseeds are acquainted with Hasan and are aware of. his asso¬ 
ciation with tha present Army regime. Dsaaad Sr. advised Ridings not to worry about 
this and went on to relate his present activities and association with .General Suharto, 
Adam Malik end Sultan Euvomo. 
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LOCKHEED ACUNT 111 INDONESIA Au C u« 8. 196? 

G67/3622 , Fop© Three 


On Saturday, October IS Ridings net with at AURI Headquarters and 

others In attendance at this meeting were and 

(Prior to this meeting Ridings had been In Indonesia twelve days and no one frost the 
AURI had made any mention of the supposedly dissatisfaction within the A UR I regarding 
Dasaad being Lockheed's agent). The purpose of this nesting was to brief on 

the damage survey we had conducted and how va planned to repair the two damaged air¬ 
craft plus conducting a PAR KOD program on the entire AUR1 C-130 fleet* During this 
meeting asked if Dasaad was still Lockhoed's agent in Indonesia and would he 

be paid a commission on the PAR KOD program. Ridings' response to *8 question 

vae - Yes, Lockheed has sn agency agreement with Dasaad and in fairness to Dasaad 
oust say that he has beeo a satisfactory agent for Lockheed. As for Dasaad being 
paid a commission on the PAR HOD program - Ho, since he did not have a product 
letter for this type of work. advised Ridings that he had been instructed by 

his superiors, that the AURI vas not to contract with any company where .a comission 
would be paid to an Individual Indonesian. That, the AURI wee to select an Indonesian 
company to represent them as agents and any commissions paid weirs to be paid to this 
company* stated that the AURI had selected the company to represent 

AURI end any commission paid on the PAR HOD program vas to be paid to this company. 

At this point Ridings stated that Lockheed did not pay a coomission to anyone on s 
PAR HOD program as this typs program was repair of. aircraft already sold, 
then stated that if it was possible, the AURI vented Lockheed to pay a commission 
of 3Z on the PAR HOD program and It vas to be paid to the cosq>any . Ridings 

advised that he did not have the authority to cosralt Lockheed to such an 

agreement but that upon hie return to Marietta, would report this meeting to his 
management for their decision. (The company is located at Djalan Garuda 

No. 25, Djakarta. It is a government-owned company and was formed to handle tho 
Fokker manufacturing program that was to take place in Djakarta. The Managing 
Director it •, AURI, who was _ 


After the above related meeting with , Ridings met with Dasaad Sr., advising 

Mm of the meeting and what bad been discussed. Passed stated that he did not 
understand this position that vas being taken by the AURI as he had always been 
able to work with the AURI. Deseed Sr. instructed Ike to check Into this, find out 
what vss wrong end straighten it out. 

During this visit in Djakarta some discreet inquiries were cade regarding Dasaad'• 
position with the new regime in Government. Most replies were that it was too early 
*tO tell but, Dasaad had most likely kept his fences cended on both sides. In order 
to try and obtain a more definite answer to this question, Ridings net with Color.el 
Slade, USAF Air Attache, and inquired if the U.S. Embassy had any neans o£ checkin? 
out and evaluating Dasaad's position with the new government. Sleds stated that he 
could have the Embassy C.I.A. personnel check this out acd would give a report back 
os soon as possible. Prior to Ridings departing Djakarta, Slade reported twice on 
the progress being made, regarding the check on Dasaad. The first report was that 
thoir preliminary findings were, Dasaad was "in" with the new government. The 
second report was "DasaH wo3 definitely well connected with the Suha-to vegirto". 
Subsequent to Ridings' return to Marietta a report was received fr?7i Slaio, via 
our Field Service Representative stationed in Djakarta, r.onplcts co.it ra dieting 
the previous two reports, stating that Dasaad vis "but" with the Suharto regin*. 
These contradicting reports created doubts as to the U.S. nwbastfy's ability to 
jrcally Evaluate the question. 
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Ridings reported to Morrow and Ullkorson about the meeting with and their 

desire to have a commission paid on the TAR MOD program. The decision wuu tin do 
to cover ourselves when pricing the program in case wo should have to pay the 
commission fee, and that in our next.meeting with AURI we would not introduce 
this subject. 

In February 1967 Hausoao mot Ridings in Djakarta with the definitive contract for 
the PAR MOD program. Contract negotiations ware started immediately and success-* 
fully concluded on February 18th with Air Vice Marshal Sukirno signing the contract 
for 5.3 million dollars. During contract negotiations with the AURI no mention was 
ever made about paying a commission. After tho contract was signed Ridings and 
Hausman met with Air Marshal Rusala to brief him on the contract and definitised - 
program. Prior to entering this meeting it was decided that upon conclusion of 
our briefing to Rusmln we would inquire if we had covered all subjects ho wished to 
discuss regarding the PAR program. We felt that we should settle, one way or the 
other, the question of any commission being paid and this approach might bring up 
the subject. At the conclusion of our briefing and stating of 6ur prior agreed 
upon question Rusmln 1 s response was that wa had covared all subjacts that he had 
any questions about and if ha had any questions in tba future ha would contact us 
through Colonel Sukardl. Subsequent to this meeting with Rusmln, Ridings and 
Hausman met with Colonel Sukardl regarding ECP's etc. that were to be included in 
the PAR program. At the conclusion of this meeting with Sukardl ve Inquired If ve 
had covered all subjects that the AURI wished to discuss and Sukardl responded that 
ve bad. 

At the present time the AURI PAR program is well underway and the subject of paying 
a commission, to the previously AURI designated company, has never been mentioned. 

Since Dasaad Sr, was made aware of the AURl's original position of requesting 
Lockheed pay a commission to their designated company and AURl*s subsequently com¬ 
plete silence on this subject leads me to believe that Dasaad Influenced this 
change of AURI position. 

In Nay 1967, Ridings was back in Djakarta. A call on Dasaad Sr. at his office found 
him in his usually good spirits. One change in the decor of Das*a office was noticed 
and that is a big picture of General Suharto now occupies the place where Sukarno's 
picture used to be. Das Sr. has taken over management of the large government-owned 
department store, Slrenna. I understand that Ceneral Suharto asked Das Sr. to tnke 
over management of the store and get it on a paying basis. Das nade his usual 
inquiries as to how was business for Lockheed but made no mention of the current 
PAR program. At this tine Ike was preparing for a trip to the U.S. and was going 
fo Toledo, Ohio to Uilly regarding jeeps for the Indonesian Any. Ike stated that 
he planned a visit to Marietta but this did not materialise. Ike did call Housaian 
from New York. 

During this visit to Djakarta, additional information was received regarding Dasaad 
Senior and his connections with the present government. One report ccce from an 
Army Ceneral and the other from an independent business can whom 1 consider to be 
well informed on who is who in Djakarta. Both reports verc pretty tt-: the same: 

(1) It is well knwon in Djakarta and by members of the Smarts gnvirr.ment that 
Dasaad Senior was very close to Sukarno but, D.isaad never Decease a Siktrno politi¬ 
cian, such as a Minister, etc. During Dasaad's association with Sukarno ho was 
known as the one nun who would plead tho cases of dissatisfaction so'ce of the 
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businessmen of Indonesia had vlth the Sukarno government and in many Instances 
Dasaad is remembered as having been successful with Sukarno; (2) Dasaad Is remembered 
for hls speeches to the Presidium, during Sukarno's regime, sbout policloc tho 
government should adopt In order to Improve economic conditions In Indonesia* The 
policies advocated by Dasaad in these speeches vere In direct conflict vlth Sukarno's 
policies; (3) Dasaad is veil connected with the present Indonesian Government and 
la still the leading businessman In Djakarta. 



H.C. Ridings 



D. D. Stone 


4»f *1)3-01 hog. G1 KANryl-i oat* April'!, I0G8 


l/. J. Broderick dot. hoc. haht LAu&xr. 

AGENCY AGREEMENT - INDONESL l 


Dear Z)on, 

Reviewing my correspondence getierated since our return, //ind lam 
remiss in not expressing opinions about our agency agreement in Indonesia.' 
The best info I could find vi Djakarta, oh a confidential basis, u*a$ 

/fce C/. S. £?n6assy who have been very close to the overall problems of 
doing business with Indonesia. 

O 

/ learned that, and you probably already know this, Dasaad has split 
their business beitveen Abe, Ike and the other son. Charles Jackson, 
our field service rep there, explained to me that this was done for tax 
purposes and the Economic Coimsellor, PaulMcKusker, intimated that 
there was some political considerations bekind it. He summarised it 
by saying that Ike wa s okay and a ppare ntly in go od grace$- with the 
present government The government however seems to be ignoring Abe 
euui sort of treating him like he is in limbo. 

I had hoped to have further discussions with Major-General Kosasih, who 
was the Indonesian Ambassador here in Australia and tiery close to the 
political situation at home, but he received a re-assignment during my 
absence. His full time remaining here was occupied by social functions 
and travelling, leaving me unable to get with him for private discussiojts. 
Perhaps when I become acquainted ivith the new Ambassador, who I under¬ 
stand is a Lieutenant-General, I will be able to obtain additional information. 

* Best regards, 


W. J. Broderick 
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INTCSOc?ARTA\CNTAl COMMUNICATION ; . 

10 W. G 4 Myers gw/ - «coy hamt/ 

oaoM. zone #ac. 

D. D. Stone wu tesoy Haw/ 

O*0N. ZOHS fAC. 

Wfljca, TERMINATION OF DASAAD (INDESCO RAYA), INDONESIA 



&ajc 5/7/nb 


OP S/p i 


GELAC has suggested we start action to terminate our agreement with 
Indesco Raya, Indonesia, formerly Dasaad Musin Company. Information 
indicates that the Dasa ad*s are conoletelv without anfluenco in 
Indo nesia ^a«i rcsuuX4u^xxf_JLiic qh nnoe of government two years jx ao. It is 
GELAC 7 s^opinion that although the Dasaad 1 s are not standingTTn line to 
be liquidated, their usefulness is at an end because Suharto is determir 
to economize to the greatest possible e>rtent and looks with extreme dis¬ 
favor on inclusion of commissions in any future procurements. GELAC has 
been forced to confirm to General Rasmussen, present Air Force Chief ox 
Staff, that v/e are not paying commissions to anybody on the present 
GELAC 0130 PAR Mod Program, For these reasons/ GELAC feels the present 
Indesco Raya agreement can become an increasingly embarrassing document 
as time goes by. ' 

■v 

Erie Constable also feels the Dasaad ’s no longer have influence with 
the government and furthermore believes there is a similar loss of 
influence with Garuda. Erie advises that Garuda has recently completed i 
a technical assistance pact with KLM Garuda even picked up some 
surplus DC-8’s KLM had on order but decided it didn’t need. He feels th; 
should Garuda need 1011 type airplanes it will buy whatever KLM buys due 
to this very close arrangement. 

Unless you, Bob Mitchell, Mr. Kotchian, or Mr. Haughton have objections 
to terminating Dasaad, I recommend v;e do so on the basis of GELAC 1 s and 
Erie’s inputs. Will you let me know what your thinking is? I have not 
consulted any other top management people but will do so if you v/ish. 


DDS:wig 

• ■—y , 

■> *»-*••**••■* 4 
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CAIIIL I IOCKAO Olhl.wA 


7 \ 


0 


*Mi cmoni. 1 
tci.r.K, 


LOCKHEED AIRCRAFT INTERNATIONAL A.G. 

PiACI LOKCtWAUC t 
1104 OtNIVA, SVtirUMVANO 

% 19 July 1963 


To* Erie M. Constablo 


From: 0. Fred C. Heuaer 

. • ' ‘ i 

INDONESIA AGENT 

Recontly I noticed in a communication frcm the office of VP-Saloa CORLAC 
reflecting the status of the Corporation*a Agents, that sea©. Divisions scorn 
to vieh to teraimte the services of Dassaad, at least not to renew hie contract* 
You know that I have been pressing to appoint Sundjaja and hie group, bocause 
of thoir oxcellerrt top-of-th e-top contacts in Indonesia after the ousting of 
Sukarno. Just the other day in Amsterdam discussing the natter with Sundjaja, 
he statad that obviously he would be highly pleased should he be appointed in 
Dassaad'o stead, hoover he felt it would not now be in the best interests of 
Lockhoed to do so. On ny enquiry as to how he came to this surprising conclusion 
which seemed to be against his own interests, he stated the following: 

Dassaad is closely^related to General A lean jah r .who is disliked by the military 
as an office goneraf and a businessman abovo ell. fchen the coup van made during 
which Suharto replaced. Sukarno, Alans jdb, Uio control lea certain considerable 
funds, nt once made these available to Suharto’,/*hich’obviousTy oarWcThia the 
gratitude of the new president. In du e course he va3 appoinioc fto~l Tpo3Tt£bn~ 
of tr ust and confidence and today Alans jah "is, j>ne mi^itTsay, tho_so c o n dT icportc.nt 

non aftor the President and in chnrge’ oiLalllpro ioct3 , i r^ludinrtheQ-t rn nr*. . 

project' of ' Djakarta, which the DGCA Ashadi will have to submit to. him for. fi na 1 
approval, Ihe rofuclling contract vhich you'in LAI desire to obtain as a concossi 
fn part to compensate LAI for the Djakarta airport project, will also have to bo 
approvod by Alonsjoh in the final enslycis and it is. rvjt part cf the daaain of 
the DGCA Achodi. It mifjit conceivably be pushed by Oassaad at the offico of 
Aleasjah. 

I guess you wish to draw attention of those concerned to this situation and 
Sundjaja states that he will advise me vhen the importance of Aleasjah will 
decline, whereupon ho will be happy to bo a candidate to replace Etssaad o ja 
Lockheed’s Agent in Indonesia* 

Best^rcgards, 

C. Frc£j2*-4teuo«r 
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t«CKM||ft.«<»ftOlA «OMr^MV 

• ****** «r !•<»*.»«. ...caff co*f«.a„*„ 

INTERDEPARTMENTAL communication 
*° Betty Don*telli/cORXJUJ^ 


[lualVU 


1 


® ATI 12 Septccbfcr 195 , 


mom C. Boa Mo thy In, Jr. 


wn * 69 - 5 l *o»*t 11 ur . 2341 


WWICTt DELIVERY OF 1IOIICES TSRMIHATIHG INDESCO HAVA AKD DASAAD AGREEMENT 

. . < r^ J :r ) 1 d * Uv -" d «■ «*- 

**y» sod Dotnd Husio. ' ' 1 d L ^ IAC viU> Inde.co 

Djakarta, and*i* th«*pr«ea^ 0 oi Mr"”^ S J« k° 3 ° f'' 8 ?'’* 1868 io D 

Fi.ld S .rvtc. Representative* Previou^ a*tt«»tS VT ck8 «<*-C«>r 8 l. Conp.oy □ Si* 
w«r. futile since ho was « t . beachra?orr?! ? c II ecnMce >°““8 Ike n 

ot could not soever our call.. Southern Java and would not • U CCM 


jtnr 


following week and" signed ** - 

X trust th.s. •rr.ngea.nt. ar. satisfactory for your puspoa.s. 

*■ c - Ben. Math^ia. Jr* 

t:ewb ' *7''••• 1 

• v'. ;*• ' 

D.W. Cederberg ‘. " .-j- '*• ' ^ / J. > .A C v; *■ V. *• 

W.w. Cowdea ... .*•';*/ **’/ - .4* . 

C.B. Baton " •• ’ 4 ■/ . > <* t ,C.;‘■*%-!.; ’• 

' 7 ' * *• • Vv *** 

•* Lo» Angelas ' ' . ‘ ' j v • ; 


CBM 


ce: 


B.L. Dark/LAI. 


few? : ; . 





□ trt 
IT O 


□ *u*s| 
roue 


27 



964 


KiL'.yrj 
1) , 


To: 


LOCKHEED AIRCIWCFT CORPORATION 

‘1 JLI5£li:PiA MARIITTA, GEORGIA, U. S. A. 

itiv.v.ry - 172U tijuro 

COPY OF 

INCOMING TELEGRAM 

CCRERSEFC 
ltW/)Ci NEED 
MARIETTA, GEORGIA 

C2J29A.. ., 

STILL UNABLE SEE (*) AS Al/RI ATMOSPHERE CHANGED AMD CLOUDED POSSIBLY 

DUE RECENT KARP ULTIMATUM BY HAAG AND U.S. EMBASSY REGARDING CLEANUP AND 
CONSOLIDATION OP AURt MULTIPLE TTPES AND STANDARDS BEFORE FURTHER GRAKT AID 
FORTHCOMING. C-130 MAY BE AUSTERITY CASUALTY AND RELUCTANT INFORM US. 

CAKPIliO ON 'S DOORSTEP UNTIL CLARIFICATION MEETING. 

VILL LIKELY HEED FIFTEEN DAY KYTEMTIOH OM PROPOSAL AMD.to obtain.PEEL 

POR PERCENTAGE "ORPHANS 1 FUND” (**) POSSIBLE. 

hit: subject ...met stanvac and world aviation cef.vices principals who heed several 

MONTHS BEFORE liERp'JLES REALISTICALLY CONSIDERED. WILL POLLC’sUP WITH WORLD 
AVIATION SERVICES Ill STATES.END. 



Dot.of cablo: 1/29 


(s) KETHVIN 


- < *)_1 ic 

* AURI 

(**) A<*cnt*o "cocwtoslon" or 

Cclac contribution to AURI 
welfare fund. 

D iet, to : 

J.tt. Ctr.rhe 
L'.H* Cowiiea 

D. T. C: richest, Jr. ^ 

P.r. pnbbitis 

E. S. Plnhi.con 
H.C. BltHr.-o 
L.U. Loebo 


D.T. CROCKETT 

JAN 3 01969 . 
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MB MO FOR FILE 


SUBJECT* I2AAC DASAAD 


March 26, 1069 


Isaac Dasaad called me about 11;00 a.ra. on Tuesday, 25 March, to say 
"hello" and, as he put it,-to "touch base with Lockheed." During ? 
the conversation, he contained that ho had not received his commis¬ 
sion on the C-130 PAR Mod Program conducted by GELAC after the deposing 
of General Sukarno. He said the amount of the contract came to $7.5 
million, and his agreement with Lockheed called for a commission of 
5K. The contract was completed more than a year ago. 

In addition to the above, he remarked to the effect that Lockheed Georgia 
people had gone to Indonesia during the process of signing the PAR Mod 
contract and made "promises" to various Indonesian Air Force officers. 
Bven though these officers know that Dasaad is no longer working for 
Lockheed they continually ask him for fulfillment of these "promises", 

I could not reach a determination as to whether the "promises" ivere to 
come from Dasaad 1 s claimed commission or whether they were in addition 
to Dasaad*s claim, 

I referred Dasaad to Dallas Cederberg and Charlie Valentine in GELAC. 

I further told him I know nothing about any oral arrangements that might 
have been made by Georgia personnel and that I felt GELAC would have 
firsthand knowledge as to whether or not Dasaad would be entitled to 
the commission and also knowledge of any other arrangements. 


Subsequently, I talked to Charlie Valentine who had just hung up the 
phone after talking to Dasaad. Charlie was not conversant with the 
situation since the PAR Mod Program was arranged before he relieved 
Bddie Hausman. I gave Charlie some of the background, as I knew it, 
and we discussed the terns of Dasaad*s then current agreement (can¬ 
celled in September 1968) which did not include a "call out" for the 
PAR Mod Program, Charlie did say that during their conversation, Dasaad 
backed off his claim for commission on the full program and limited 
his requirement to the spare parts sold during the process of the PAR 
Mod Program. This lowered the claim from the $7.5'million he discussed 
with me to about $2.5 million of spare parts at 5?S, or $125,000. 


This morning, Wednesday, 26 March, I alerted John Cavanagh, Corporate 
Legal, to the situation after receiving a call from Dasaad, who is in 
Los Angeles, asking to see me to discuss the situation. I told Dasaad 
it ivas a GELAC problem and there was nothing I could do in the premises. 
He persisted that he panted to explain his position and show me his 
documen^t? on t «•! I finally agreed to see him at 2:30 this afternoon for 
what I am sure will be a completely fruitless discussion. 


/ /, 
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hemp for file 


March 27, 1969 

SUBJECT: IZAAC DASAAD 

Mat with Ike Dasaad and his uncle, Mr. Richard Lonzo, the afternoon of 
March 26, 1979.’ Betty Donatelli also sat In the meeting. Dasaad strongly 
emphasized his contention that the PAR Mod Program conducted by the Georgia » 
Company in 1966 and 1967 (following the coup)was but a continuation of the 
program on which he, Dasaad, held an agreement in 1964. Me stated the money 
was the same money that had been set aside under the Sukarno regime and there¬ 
fore our termination of his specific agreement and the substitution of another 
agreement with his new company, Indesco Raya, did not alter his entitlement 
for commissions under the 1964 agreement. He, of course, went back over all 
of the old arrangements he had had with Lockheed and stressed their fine work, 
and. the fact that he and his father had always benefitteji Lockheed, at which 
point I reminded him that he had also benefitted himself. 

* My position was that I had no basis on which to confirm or deny* that the 
1964 overhaul program was the same program as was carried out in 1966. The 
airplanes may have been the same, but there was no indication to me that the *66 
program was an outgrowth of the early efforts. Ike demurred when I asked 
him to identify the amount and people who may be involved in his financial 
exposure, so I didn’t press the matter. The atmosphere of the meeting was very 
pleasant and I wound it up by suggesting that he go to the Georgia Company, 
lay his cards on the table, listen to what they had to say, and assured him 
that if he really was entitled to the money, the Georgia Company would be the 
first to pay him. If the lack of payment was merely an oversight by the 
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Georgia Conpany, it would bo corroded* On the other hand, 1 was not in a 
position to judge the merits of his case, although I agreed that he had performed 
very well for Lockheed over the past several years. 

Subsequent to Dasaad's discussion, I talked to Charlie Valentine who 
told me that the Georgia position is that the 1966 PAR Mod Program bears no 
relationship to the 1964 program. The airplanes are the same but the operation 
was entirely different from the concept worked out in 1964. They also, at 
present, feel even though Dasaad's then current agreement called for commission 
on spare parts the spare parts used in the 1966 program were not the type of 
parts normally considered under the kind of agreoent Ike had v in 1966. On the 
other hand, in view of possible future sales, and In view of country relation¬ 
ships, it may be expedient for GELAC to make a "policy" settlement of some 
kind. This is currently being discussed, but no decision reached as yet. 

Hy personal feeling being somewhat aside from the issue is that we will 
have difficulty convincing a layman judgejif Ike‘decides to take the matter 


to court that the programs are indeed separate and that Ike's efforts In 1964 
had no bearing on the 1966 contract. Literally, Ike has no claim on paper 
because the 1964 overhaul agreement was a one-shot arrangement terminated 
well in advance of the 1966 program (September 1965). Nonetheless, in spite 

i x 

of the fact that "no orders were received and confirmed" prior to cancellation 
a court might feel there was a latent responsibility if a definite connection 
can be established between the two programs. On the other hand, I believe 
we should make some kind of arrangement to supply the "golf clubs" which were 
apparently involved with different Indonesian Air Force people iq order to 
preserve our reputation with the Indonesian Air Force in the light of possible 
future programs. * 


c 


D. D. Stone 
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C-13QH rnoposmoii to i hookf..sia 



G-1303 In "ferry flight" condition •* FAF Marietta...*...... $ 1*650,000. 

*AV;U fleet compatibility’ 1 avionics changeo.......... 150.000 . 


FAF Marietta coat to AURI 


* 1 , 800 , 000 . 


Co lac expenses: 


Commission 9 12JrjS.....* • . $225*000, 

Preparation for forxy flight...... 125*000 

Co lac coat to ohanga avionics.. 100,000 


C-130B proceeds less expenses.. 
Profit on JetStar 5011 tradein, 
Total-net proceeds to Gelac .., 


I 150.000 . 

i i,350*ood. 

5o f ooo. 

Vi*iioo,o6o. 


JetStar 5011''(in flying condition) FAF Djakarta 
as down payment on C-130B... 


(9$ interest on unpaid balance; promissory notes to 
Lockheed secured by Indonesian Central Bank 
guarantee) 


1st payment* on or before 30 June 1970 
2nd payment, on or before 31 Dec 1970 
3rd “ « « « 30 JujM> i 971 
lith ■ » «t e 31 Deo 1971 
5th •» 30 June 1972 


Principal 

fc 250*000 
250,000 
250,000 
250,000 
150,000 
:3i,i5o,ooo 


$ 650,000. 


Interest Hoto 


Conditions} 

1. AURI will release JetStar 5011 upon contract execution 
on or before 30 June 1909. 

2. C-130D will be delivered to AURI, FAF Marietta, on or 
before 30 September including avionics changes. 

3* Commission will bo paid immediately upon title transfer 
of JetStar to Cclac. 

li. Jon Ashton (Minneapolis broker) will open LC for $700,000 
in Gelac’s favor for JetStar 5011 prior to Gelac executing 
C-130B contract with AURI. Ashton is offering $700,000 
delivered to Baltimore plus fuel costs from Djakarta - but 
believe ho will pick up entire JetStar ferry cost if we 
•’dicker." 

5* If AURI desires, Lcckhcod will ferry C-130D to Djakarta. 

for $30*000. (We offered to ferry it to $lEbn few* *23*603) 
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LOCKHEED WESTERN EXPORT COMPANY 


,M, w, AUSTRALIA 

?ckh*ed ofCico telex relay) 

2 June 1969 


' COPY OF 

INCOMING TELEGRAM 


To:cn>ERBBRG . 
H/JUXXTA 


Dole 6/2/6$ 


HR02A. * •. PRESENTLY MELBOURNE WITH HI COLL. FLAN CANBERRA TUESDAY AFTERNOON AND ALL 
DAY WEDNESDAY WITH BRODERICK. HICEMOHD THURSDAY WITH FOSTIBR AND BRISBANE FRIDAY 
IF li ICC INSOU AVAILABLE. 

NEU SUBJECT...REGARDING DJAKARTA VISIT. STRONG RUKDR DJAKARTA, WHICH SUUARSONO 
VERIFIED, IS WILL BE REPLACED NEAR FUTURE. UNABLE ASCERTAIN REPLACEMENT'S 

NAME BUT EXPECT TO BE ONE OF THE (*) WHO ACCOMPANIED HIM DURING 

RECENT UNITED STATES U9AF SPONSORED TOUR. 


LENGTHY MEETING WITH LAST FRIDAY WHERE HE PROPOSED PURCHASE USED C-UOB 

WITH JETSTAR 5011 CONSTITUTING DOWN PAYMENT. *8 EAGERNESS TO KNOW HOW LONG 

IT WOULD BE BEFORE I COULD ADVISE HIM IF WE WILLING DO THIS DEAL TENDED VERIFY 
RUMOR REGARDING REPLACEMENT. MY OPINION * DESPERATE CLOSE SOME DEAL BEFORE 

LEAVING OFPICE WHERE SIZEABLE COMMISSION is AVAILABLE. THIS MAY BE GOOD CHANCE SELL 
C*130B IF WE WILLING TAKE JETSTAR, 

• DURIHC MEETING WITH , COLONEL AND PRESENT AND, AFTER 

DISCUSSING JETSTAR/USHD C-130B, BROUGHT UP SUBJECT OF PAR-MOD COMMISSION, 

MAINTAIN INC IT WAS DISCUSSED wna US THEREFORE HE EXPECTED PAYMEin. I MADJTAINCD 
VE KEVER AGREED AND NO PRgW^IOHS ^Jt ^i$H INCLUDED PROGRAM PRICE, WITH 
STATUIG UB HAD AGREED Tni9 ARRANCEHENT AND. MY DENLTL ANY SUCH AGREEMENT TUB 
DISCUSSION BECAME SOMEWHAT HEATED. MY PARTING STATEMENT: ’WE REGRET THE LACK OF 
COMMUNICATION AND UNDERSTANDING THAT HAS OCCURRED BUT DO 13T KNOW OF ANYTHING THAT 
CAN BE DONE”, *S PARTING REMARK WAS: "I EXPECT TO BE PAID”. 
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To: 


LOCKHEED WESTERN EXPORT COMPANY 


COPY OF 

INCOMING TELEGRAM 

“PACE TWO- 


,&<.»* 6 / 2/69 


HR02A....(coatinuod) *' 

UAS HAD INDIRECT CONTACT WITH DASAAD RELATING UK EXPECTED $-210,000. ZEE 
STATES' HE UAS HO XHTEHTXOtl PAY SINCE UK OH UIS MAY OUT BUT MILL TAKE CARE 

OP OTHERS* IT APPEARS THIS HATTER HOT YET SETTLED AMD OUR SALVATION MAY BE 
EE DIG REPLACED'. ^ 

(o) RIDINGS 


Copies to : 

W.M. Cowdon/J,A. Morris 
D.T* Crockett, Jr* 

C*C. Laubacher 

R.D. Rocho/P.F. Dobbins 

C.tl, Valentine 


(*) Note by P.W, Coderbcrg t ^ 

The two officers vho sccotBpsnlcd 
during hio U*£. visit in April veret. 

1) ; ’ : -... 

2 ) . __ 
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» <» < Oil « l 0 . C I © « c I A < O M f A N T 



D. T. Crockett, Jr, 



#im. 93*01 font 32 &ah 5 June 1909 


Loci'tte^ BMliill Edlli 


no* D, W, Ccdcrborg mm, 69*51 ioni U nr. 2341 

iwiMti: tiELncoii turn nn> monies regatldxi-o ihdohesia:! oiTumo:i 

The attached cable was received fron Kcd early tbio nsrning, rad I 
iiraediately tclcphonad hln ot the Chevron Hi*tel in Sydney, Australia, 
to discuss tltt Indonesian situation, (9*65.A!!, Thursday our tiuc; 10:65 El* 
Thursday, Syunoy Clue,) 

I reviewed with tied the 'V5-1303 Proposition to Indonesia'* which Joe tlorrio 
laid I discussed with you Tuesday afternoon, lied fall* that it contained 
* oil the elements that would appeal to , although 

increasing the C-13D3 price to $1.C nillion tii-jht «C3d none explaining. 

Ho thinks that our offer of (353,030 for the JctStnr v.igbt be accepted in 
lit*.lit of -tha corcrJLcaion would bo caking on the whole decl, Trlion 

ho was in Djakarta last wool;, Tod asked if ho understood that the 

nawuat of cousiocion paid could affect the prices in tiic sale. 

laughed and said he understood chat very roll,' 

. . ^ • 

Hod reiterated there is little doubt that Is desperately anxious 

to nake a ‘hilling'* before ha leaves office this Sur-.;cr, Had told hin that 
there was around $39,030 residue hare at Celsc frea other programs which 
• vo vould pay wherever and to wiionevor directed. raid chat 

he 'hasn't interested in ciiicken-faccl — and would probably have it*cent to 
the or conobody later on..,.*' Hod feels that $225,ODD would be 

getting into the range has In idLad, 

lied said that the Par-Hod comiccioa discussion in *o office last 

week was a real ccorny cession - the worst ho has ever bad with euy 
Indonesian, with the exception of listening to II:a basaad’a usual fcantncisf 
• .. (lied will give us a blow-by-blow replay t;’.;oa ho gets ho.“3.) Ike evidently 
is flatly rcfvtciug to pay anything - on tiu grounds that is 

“lnrao due;;" those days and that ha (Ike) is taking good care of the 
WgKor-upa that wean somethin?, for the future, Dod figures that someday 
va uay Itave to write AUkl a letter, over n oo.iiv Galas official 1 /; 
signature, tolling /dillI in fiat, plain English that wa do r.o.fc owe AVRI 
co;.r.»ii;ciou on the Par-Wed progr&i and to do not into.id to pay off siryly 
because AOivI thinks ve should. In spite of the Par-Mod niruuveretanding, 
lied feels that would unilaterally rove on th> C-121ii duel oi.wply 

because 1:5 is getting close to leaving office nnd desperately wants a 
*’rctiro.wont fund". 


I ached Hod if he felt it vault! twv/e things along faster if he vent straight 
bat-!; to Djakarta after finishi*.:; up his business in ]*.:;/ Eoal.vnd next vac!:, 
IJsil naid tr.nt this was up to us to tec ids - tut he personally fjlt that it 
would !. c better for hi* to co -e heck to the plant for detailed strata;y 
di/.c;:s.tfo»is first - r.nd to have iixe.i written proposals and contract.-; in 
his briefccna wen he govs back to Dj; kr.rt;*, He «lss believes that if the 
J.*t.'Ji./.-r trade-in i u going to let part of thj deal - \. ich it jjwtfc be under 
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ids • 5 Juno 13 

CudcrbcVg to CrocUott -fago '/uo 


- ll.nl it's hoc!; on flying status. lie believes tint thin In at l».v.st three vsykn or 
n r.mtii %m/* The nlv,*l**‘.o n ; vni*rfi to 1*3 lu good hat It*;; M u\ grounded ik*r 

ttr.ny* t.nny i-.o.iths mid It i igh.L vr/clo;* ( »ito n lev u on th: first flight. 

(1 toll HeJ that, ri'ht no./, vu i ntz only interested in u back-to-beet; oo.nl on 
the JotCtnr - and that oar cne prospective buy as: vault! not naho a fira decision 
until hi j ::an line go a a to Djakarta sad tost flics it.) 

Hod expressed concern that vc vill hove to bo careful, if va jot to & contract- 
eigning stage vith , tlmt ve don't end up vith paper that wight later be 

abrogate! by 'a cuperlorc. era Id undoubtedly aL%i\ anything tint 

vault? give bin a Quick buuslo, nv.d lot the devil tsku tho Uinoasst* !’c L.03t cer¬ 
tainly vault*, net cncot proniar.ory notes for tho balance of the C-12d:t S 3 lo sir.yly 
over *c signature as , V.orj difficult it night be to get 

the notcy forvuilly endorsed by tho Indonesian Control bank i3 ooiiothiug ve can't 
detervluu until \h*. ro back to Djakarta vith flirt written proposal} (la all tho years 
va'vo been dealing in Indonesia, ve’vo tovor bed the Control Car.*: renege oa their 
co.-rsitjuento although they've soruafciuaa bean clo./ ic taking payr^nto.) 

Hod brought u? another interesting vr inkle, out of !Jj discussions with last 

veek. Apparently President .V.*harts recently reversed up;/, aval to let other Indonesian 
Coverrcent offices used Ad.*11 JatCcr.rs for transportation if they reimbursed /.y-j 
opsretin* costs. gave lied tho impression that ATT.I way egain be under pressure 

to cell'full, but doesn't vout to call it for cash bocaeso there would be very 

little in tho calc for his ov.i pockets. cvidontly told the Proaidant that he 

thought he could till! trade in 2-J11 to Lockheed for the C-13S*3 hut he would need 
additional dollars because the JetSter v^uld cover only pert tho purchase price. 

hiuteJ to Hod that tho President wight bacons receptive to nllocntiug nyaclel 
dollar funds for the balance on the C-ldJli vv.ica t/ould t.ian Lockheed could col lust the 
balanco in cash r.'-air.ut n Letter of Credit. -Tad feels that tils is nr. crttrvr.cly long 
shot but, iiesertkaiess, ve should have a proposal end contract covering this !;iri of 
transection, no veil os one vith attended croiit tervsS. ( . naturally, would 

expect an even bigger hunk ox correlation lx ha could arrange an L.C. for the br.lanco.) 

In surjvary, lTed bcllcvess that the door is iriLdo open for us to go beck to 
' vith a fiv.i doel that includes .takir.* Jefdtr.r 1011 in trade. Ir. spite of 's 

present greeJy fra;o of rind, :*sd sub jects tknt final negotiations could not be* 
coaclrded overnirht - and it ni-rht take u;v.icrous days to obtain reco-aition frr.a the 
Central iler.k end the lliaintry of F. a fans a to sefeg-eard our contract r. gainst Abrogation. 
He adaiantly xnelc that tho cllv.eto for wore talking Sirs passes; end that r.e:;t ti.ua i/e 
go to Ujakcrta it should be i/it»; vrittea proposals aad definitive contracts for 
“take it, or leave it*’ negotiations. 

lied intends to be back at Ids ten!; on the noraing of June 16. H.o.-uv/hilo ha rdvircs 
against cabling or vritin.* to Charlie huri-hy vith r.;:y "try this on for sis:** 

_ propositions. Cable ce.xvinicatiouy are terrible, he’rays, and letters nve fveniieacly 
* censored, (hi also believes t'aet soue of our Lockheedcoee vords way be co.~pro:JLso 


)/t.C:c;.-b y 

CCI r.u, Cevden *' 
i:.C. Killings / 


. ) 


D. U. Coderjorg 
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LOCKHirr: aircraft corporation 

MARIETTA. CCOnClA, U. S. A. 


: frxi office 

cn 5 J;n$ 1 y»9 


COPY OF 


INCOMING TELEGRAM 


o*u 5 Jena 1SGC 

r*x tMKOSM • 

urosa.. ♦ .rcsust doo3.\, ,. .burie'c? jsrcm Discussion vrr:i ::o hk?c\t no as:3i?j:t 

nnmoirsD as possible teats-lt valus uc i;o*jld aujOv, jetsiar rrasmrtY :l\s c:nv 
Tines cnozsss installed. rouar.t Eitciirs rill cs installed soon as ora turlt; reroersu 


ARRIVE THAT AUS PKiSKtXLY EU ROUTS RICH U.S. USnLTP.STAlTD AIRCRAFT HAS EOT PLCWI 

quits sore tcg but umu vxsmss jetetati kasisar ualei vox: l; progress tut ‘/.tzctj.tt 
m co::iissio:;. ivjktat hailips me up to date copy service bulletw recoin) plus 

EKGEiE SERIAL KIT.3E3S ARB TECS PLUS V.IIUTJUUS TDJS A2ED ILTIZZLQZ KJCTERIOa 
PHOTOGRAPHS. 


agreed to Au«o;:iirs i?.ore$3io:iAL rctoYOSEAPisa access to airplay, as to 
propositioh tjiat could nova to quick decision, lavs i;o specific figures 

to cuc:r.sT rur au’a tsr larger tic corracsioa quicker tic ^scisioir. 

hill proeably corteiue eold over ova heads tits question op paeiiod 

COICIIGSIOl! cur I? OUR J2TSTAR C-133U PEOPOSITIOn CURIOUSLY BENEFITS KEI 
PERSOIL'iLLV SC S.-O’JLD PROBABLY rECCEED. 

iteu subject - caiclrra visit did hot f:;veal i.\n DEVELonicirc rscardxrg our proposals 

KOI /XPJCADY REPORTED BY BRODERICK.... 


jregaiujs. ; 


00 niur.Tss 
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io<ri<ttt>'Cto«ciA c o m r a h t 


imff.OU’ARTMENTAU COMMUNICATION 


W/WlitLLU nuv/iit DATA 



Joint F* Joluistoa, Jr. 


tin. 01*43 iomi 50?, » A ft February 10, ii 


»*ou !!, C. itlciioso *m. 69-51 iohi 11 m 2541 

synicT: a'rrrivcr.hT LiAsxtm* ?\rid rea nuxrrxoL'ii An ronco 

As you are probably cvaro, vo I«vo just cuccasaailly concluded negotiations on 
Contract fXS-199 vith tha Indonesian Air Force (/VJ..I) Cor replace ent of fcha vrirvc; 
corner fittings in ti:elr C-15011 aircraft. 'fatal fuadius in tnic contract to 
$3JO,OjO« 

AtfftX letter of Credit Do. 0102/0271 appertaining to Contract GTJt-179 is to bo 
cnendcd and funded to cover tia rc^ulrcocata of Contract CUI-1C9. 

A« n uaccasaty part of doin^ buoiueao with tho ATII, uo had to oisn an czmozxvxt 
to repay five percent of the total oiionnt of Contract C&X-i92, or $15,5; 9, to the 
A-jRI, lMjruint io to bo mado at a tlvvi and to Clio place to bo opacified by tho 
Altai. A copy oi tliic a^roatvanS is enclosed xor your information. The $15,059 to 
ha refunded lias boon obtained by incroaain-: Ci;<-159, Article 2 Iten (a) (1) Jrca 
$41,030 to $45,533 cad Item (a) (3) froa y:;9,350 to $20,3.19. T*vn total amount 
Hotel under Article 4 t Xtea (c) iac l><*en increased frou $225,000 to $3C0,CC9. 

Tlte first two itorw above lava been instuocol n‘.;ovo the quotas provided by Finance 
for tlic strut tco itccia under lUPQ 09-903 dated 23 Veccibor 1959, 




Ae "Boon no initial funds are drovn against Contract GVa- 15?/L.C. i:£. 0195/0271, 
$15,0>9 chould bo placed in ccc'x; to be paid to Cue /.VAX on doaancl, Hither 
T.S. Hciinr.ay of iry dapnrrrcat, or oysolf, till aevino jva vhoa payment is to bo 
undo, nince tha Altai will contact ua directly in ciJto regard. 

X rant to cuvics furtlur, t*>at tlii3 vill be tl:n "cay of life" in any future 
business danlivv.o xrith tha AC7.1 • b*o will have to refund five percent, ‘'off tho 
top", of any now programs contracted for by the Altai. 


fcctnvr.in^ to Contract C!2 1-139; it tc not spelled out in the contract, but vet have 
c verbal ap.reatKsuc to credit the A'jl'I with coy portion or tha roach ret-iainicj 
after our tcau finishes the job in Djakarta. In other cords, \;a drsu $25,229 per 
loonth, in advance, for every full ruv'.th til e toon io on the job. If the job is 
completed prior to the end of c civrn tvontii, vo co verbally obligated to refund 
a pro rota share to cover tha rerninin.*: period not vorbod, I vill certainly 
appreciate y-rur inr.tructiai your peo;lo in this regard. l.*a no;; iu.vo cuv *'fences 
pretty veil nanied* 1 i;ifch ti.o Ad"dl ana vo don’t vent to do r.o/t'.tir.” to oLsturo 
happy r.totc of cffalro. UikC Of 


Your coapacction in nil these riattorn will be cost appreciated, 


predated. 

l?. c. motTVjs' A 


cull 

Cf.nlo.A 

«. c. nidinas' £ 

jJW 

Cl-r. 1 >crlr.in 

RCCCIVF.O 

IhY. 

Ciochct,Jr. 


.1.1. 


m \ $ r-?n 


VL M 



V;: 

w. w. co\vi)r;ri 
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\ 

MEMO TO C. T. CHILDS 


8 October J9Y0 


BiU llilbuni requested the attached be given to you for filing to the general 
Indonesian files. 


A telephone conversation with Earl Rainwater yesterday revealed the following 
* concerning this correspondence. This docs not deal with agents commission 
In tho tnic sense of the word. The person " * in Tom Kelly's memo is 

a Colonel In the Indonesian Air Force. The M l)LG" mentioned in Die third 
paragraph of Kelly's memo is a U. S. Government organization in Indonesia 
similar to a "MAG" iii other foreign countries. According to Earl 'the U. f>. 
Government has been supplying Indonesia with spares for free and, therefore, 
we have not been able to sell them any spare parts recently. Now they 
apparently have made an arrangement whereby if we give them a com mission 
which supposedly’ goes io some "benefit fund", they will buy certain spare 
parts from Lockheed. As the correspondence indicates we are willing to pay 
a five percent (5%) commission lo obtain additional spares buslnoss. 

There is nothing for Contracts to do and this is for information purposes only. 
Finance is aware of this arrangement, is agreeable to it, and apparently knows 
how to make the commission payments. As noted in Earl's IDC they arc trying 
to work out some bank arrangement for future payments. 



PLM.-sh 

Attachment 
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to 


. ii n 0 ■ ( t o » c u < o m r /. it v 

iV«n «>* I f-v«-«»(? »!>•• r»» t (o*rn>>MO>t 

. rr.OU'AKTMLMrAl COMMUNICAl IOU 

V/. II. Rlv.tiidi f ^ \ 

w W. S. Milburn 

N. C. Ridings | 



now E. E. Roinwotcr • 64-21 *<>** 279 42783 

suMtcri AGENTS COMMISSION - INeV/mCSIAN SALES 
: _ .-A- ■•w 

In a telephone conversation wi*i. C. A, Murphy and by written communicolion 
■ from Tom Kelly (attached), wo i.:o advised that a five percent commission is to 
be paid on all future sales to t.V'*p icsio, including services. All future pricing, 
therefore, should include an cXT'xj five percent markup for this purpose* 


You will recall that a five percent commission was paid on the sale of the wing 
corner fitting modification which v os recently completed by a Goloc team in 
Indonesia* Payment was /.heck and the principals have to dote been 

unable to cash the check h. umumior considered “safe" by the principals. To 
resolve the matter, Murphy is taking cosh to Indonesia next week and will cash 
the check himself* He hos bash, requested v/hi ie there to work out on arrangement 
With the principals for commissii; payments in the future. This will probably be 
arranged by the principals e r */Making o bank account of their choice to which 
We can simply moke deposits tu^Leir account, x 

? *’»•» *• . 

Murphy and Kelly have been advised that we are agreeable to paying the five 
percent commission and anticipate tliot the $170,000 for JctStar spares will be 
released when the principals arc notified. 


/ 



E/E. Rainwater, Manager 
fj^ 0130/Herculcs 

Field Service Department 


D 


EER:jb 


\ V • /> 

C l, 'W • 

id 

- c i 
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t*' 


t <j ( '2 September 1 y/O 

n J J 


..ui>Ui - 'i / UKr'Ki:5L'n'Vi w i.ai/\ c" 

l.'Jiilo tall;in): to Satuid.y about the c!;ccl: pro&sa,/l;a eiKldurily o.'V.cd 

if I knot/ the Dr.sa.irds. With that question I knot? what couroo the conversation 
, was going to tako ar.d if you vert* connected with tho Indonesian prograu in the 
early Sixties you already l!»c reason for this letter, Dasanrd was Lockheed's 
ogont at that tine and in tht.l car* city received a condo si on on all sales to 
the AU*X. 


stated that since tlr;. :c«.rq ciovi dealing directly with Lockheed, ho fools 
that a fivo pcrcont cor.i.losi; all future caloc should go^what ho dcoeribod 
as an Atffil bonoftt fund. H * th.-n gv.ve a number of reasons why tho r.onoy is 
needed end hot/ it would bo r;.e.il, -and concluded by stating that sono arrangements; 
nust bo :..ade because tkoro /u\ 1 ’people at Headquarters v>.o suspoct that ho is J 
receiving a rebate frost Lockheed. x # * 

Earl, 1 1 do not knot; hovr theo/r. things aro handled but do hopo that something % . 
oan bo worked out so that Lockheed can got back in tho spares buoinooo. DLO is 
promising those people tho sun nr,d delivering it with ectrae. fhoy have given 
the Atf.tt C-130 program approJdma'tcly 150,000 Hollars worth of spares and equipment 
so far and recently, another 50.*f.0C Dollars was ::.ado available for tho program. 

It is difficult for the AUill to obtain funds fro.it tho Department of Defense and 
Socurity so when 1X0 comes along ;r.d offers .everything for nothing, you know what 
thoy are going to do. ttio only way ve can fight this competition is to offer 1 \ 

a coraulsslon or rebato. 

• ‘ ' f, * 

‘Aftor I told that I Would tTito to soo what could be dono, he told no 

About tho 170,0C0 Dollars that? is being released for JetStsr parts 
Edwards 21 Sopt.). After a few tdnutos on JotStar problems and a littlo cove 
talk on tho chock problem, the’conversation cate to a dose. As I vao leaving 
ho said he wanted to know about tho coinmisaion before^my action is taken on tho 
JotStar parts. * 

Would appreciate you letting no know as soon as possiblo what arrangement can be trade. 



. ‘ lbn Kelly 
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I II I f |7. e I O I ( U COMfAMt 

*** *.|*lf»« «** U*MM#I* *••«•>•** 

. iinCftOtrAKTMCMTAL COMMUNICATION 
to Erie M. Cbnslohlo 


nr?. iomi 6ati March 9, 1971 


neu D. T# CrcdwUf Jr# *w. 93-20 io*i 32 ixt. 3145 

wncu INDONESIAN SPARES * 

Golao 1i In a very awkward position v/lth our Indonesian ouctor.iers txseauso of 
I ho uncopf rolled activities of Avtqolpo# You will rocoll our diicwslon on 
this subjoct rovorol months 070 pro.aptod your letter Jo Avlqulpo manag-emont, 
but tho hoesa v/m out of the bam and wo continue lo bo squeezed by tho AUftl 
for 10 % cormitaion on spares* 

* Prom day orvo, svo havo paid 5% on (pores sola* fo Indonesia and wo aro not 
about to chango* Until Avlqulpo offered 10% on spare 

part* onion, everything v/« oolrvg well ond tho customor was happy* Now Iho 
customer 1$ upset, along v/lth Galas* 

Sn.i Erlo, I sincerely liopo^you con do something lo proven! this kind of thing 
happening again* V/o remember you saying to w at tho time Avlqulpo v/ai 
brought Into tho loskbiod family tlwt they v/ould not co.icorn themselves v/lth 
Gotoc-auppllod Item). V/o fool wo Iktvo dono a flood |ob to date supporting 
Georgia predusts 0 round tho world* V/o era convinced that tho Injection of a 
thirl party in tho act at t his time would not \y> In the best Interest of Loctdidod* 
It's tough enough dotngHGuJincsnwwadayo without having tomoona In your own 
houso inching Iho |ob mora difficult* 

Your Immediate attontion to this matter will bo appreciated* 


DTC:ct 


W( . 

D* T. Crockott, Jr. 

m m eft 




cci T. J. Clolond 
k* A. Fuhrmon 
R. I* Mitchell 
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J •••♦ • U I O t. %* | A t « it I A K , 

It IbiLf'li* IVI'I IMIIHIW 

<VUXMMU7/sl C0;/.*t.UNICATIOU 


* uw.\.U?UtATION . * • . Vi V'•* *. , -.•* 

. ’)!. U Vrr.unfl /) U !f'v \ M "' C4-S0 »»! {'•/?' *»»«»rowiw/ 

* *• Jih*i \ * V/»\ * -’t,* 

■• . ; ; Afjstfl v- 

• • • •• . .•:. :%s ••'•• /•$ >\v/ .: ■ ; .. i,>' - • •• • 

c * /*• Murphy •, . 64^6 * 0,a , ' ’ 'i*fc 

* WCI, % wciui mt sisws? /.ud riiVoKw/cV* ,. / i' '*"* *• 

TiaPi IV 1)>C cy/x?? t dated 1 February 1971, eubjoot ** .• * • < ** ’ V, •" ’* .*• 

, Aviijuipo Cerpr.ny Aotiviticc In Iiulonooia . .V ., ; . ‘v * 

/ . * ‘ • ♦ * «'. •• \ ' * , * ■* *• •*'' ; -.* • ,r : ‘ s 

In tho I'oform.oofl IDO I reported,mt ' w- '' 

/in? l " fl4 K ° 0f Av ^'‘ u ‘l , °' u of Coy of n 10 per cent ootsilolcn to t)io ’ 

‘ • ■ ■ u V t J on np I ro nrin orierr. sr.4 thet furlr.g our fllr.uusoiw. 

.'VvA r ^ U r^ d ; n ? tl,w rootine with co thio vock to diuouco i-attoro • 

,.i |»».*»4ioftt«4 ; v*p«. of jrino it.pertcr.oo v . , J. , ... ... ... . . . 

f et i ;1 * h for r.pprorirotoly two hourc iurlrn ' 

: jccicw,d^l»ri itTiur’-cbniroot 

• • * n ,r vltMi. thoncst tv© vcokn to ocver oooto 

, . or cporca r .r.d overhauled perto n ou )iold nt Oolr.o, • 

: 01^7DVa^o r <l C^iit r-? t M Ai ), 1CriUl ,y, *> CM ^lloro in' cor.trnot T 

.. * iyl Clcd ^ within tho noxtrtue voo):o to oovpr an order 

. nparo parto.^Jiorio ero. tho ; i>artQ Aviquipo b5#i on). 

■■ SMw’torfJl SStf'SS’j *- ho ^* C0 ° in ooritroct 0J,xli 5!? . ' 

*&T»T«X!V?S££ 

' • 'SA32T2 SKS8p-2BT t -~* **?“ 

occouk "i Ortlco). ‘ they hnvo «>««»* >•''0.000 J„ the «p* >t 

6 ‘ Jer cent t,,ft mt '<' «>w.iwi n » fro,; 91 

ftvii'c the JO ,4- cn ..t 'cora-lujon. “ nJ ‘" " V ° r,V0 ' ° l " t “ n tc 

~ «&vST“ wsrar»wr*. ’ - 

iU 3J.it.fl ctovo wer^lS / 

S4 120 721 


f 0» Jl 


^sr; r« o;:rvi:n n,vi*A 
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.to Vrrvr.U . 

i t'i'inl /.Ui.i r.i.d XnCcrf.t.tton 


5 JVbvuuy v/n 

^o^o. ••two 


• - - - . •; . . *0^0. *>U*o 

. ■* •• , V . • *<*■ 

•./ *.. i**.‘ • • s 1 % V" ■ w ■ ;*/^ • .* 

* * . V •»*.»*,»*•> #* • * % •■! • *.’*» . • .# , 

, }**'• dcfenao bmVjot for thin yoer’viir bo rolcoocd on*’ ** 

- ri **4 bo believer. fu:;Un uill bo cooler to cot thio year 

-~c» tboy vovo tho pout year*. • ,; . .< . 

> . ‘ ... * •* ! . ' , ■ ; V;V ;*• * /• *• ' 

/ kayo no voy of know!*.*; for euro if ho con cot oil tho funan ho ha o’ **• ' 

-rrnlocd for tho hotter Creditn, hcuovcr, X. think Oolco chould coho o' 
coition on hlu rc^uonto oo coon nr* poooiblo, * • * • . 

• ' * .'"•*« r . . .. • ^ % ;;•**. * • . 

“cr tho .ti(30 koine. *hnn rfiounrrfcrkrt ¥'Vah>Ha tn _* _' 


it V; ir..Stiv#rdo, ty-l?, 207 v.v ;A V . *. ‘VU *’> ’ " 

c..<?• :Cbtieo f p2~a, C4*;'>• • * cvv^ v : _*v^ l V ’ .< ■ , •*»; 

.-.**vve^-*--r f •• • 

;c, ; 
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Wji(f*:U«f/.RTMCNTAt COMMUNICATION 




19 


G. B. Mcllivln 


mm. 69-50 iohi II oat i Mo/ 10, 19X1 


ii J F. $. McKinney mm. 69-50 *ohi 1J «». 44996 * 

ftiMcvi VISIT TO AURI HGADQUAR1CRS, DJAKARTA, INDONCSIA, APRIL 98-29, 1971 

On April 28, o visit v/os made to /or tho Indonesior 

Air Force. Also In attendance wero M. Schnoppo ond F. Odonbdch of LAS ond T. Kelly, 
Goloc Field Service Rcproionotivo In Indonesia. 

Tho copobllltles of the LAS Singapore facility for performing C-130 IRAN work wore dis¬ 
cussed, In this connection, Sehneppo ard Odenboch obtalnod the AURI ground rules for 
submltlol of on IRAN proposal to do two aircraft In 1971. i assured ' that Gelac 
management supports LASS IRAN effort!'100% in this part of tho world. admitted 

ho Is also obtaining bids from another company but v/ould not divulge the nome* 

The quostlon of M commlsslons^*and our desire to establish*^ third party buffer for mutubl pro- 
tfctlon v/os discussed. , harking back to Lake Charlos ond Dossaod, would not con- 

sj fjfi: such an orrongement for ar. Instant, not even on the promise thot he appoint his own 
mon. Ho mado it loud or.d clear thot we either do bustnes* his way, or not at oil. Sehneppo 
<5Sed what percentage of eommIss!63 hod in mind and immediately roplled, 

IP * porcont." Sehneppo agreed that LASS will have no problem meeting this requirement. 

x 

iSI cantor wing modification was next discussed ond ' requested an updated proposal 
fom Lockhoed, mainly for price. I advised (hot if iho AURI aircraft wore Input Into the 
USAF program through the auspices of the U. S. Dofonse Liaison Group (D.L.G.) In 
DTakorta, that $250,000 per'airplane could be used for jtfonning purposes. There doesn't 
fppeor lo bo much hope of tho.AURI finding the money for this program. v * ' cited three 
rujorltlos In Iho order llsredj 

' <•** 

I» Return Ship lOjp tervico. (This airplane f\&s been a "hangqr queen" since 
* July 1969 having boon stripped of engines ond propellers and many systems' 
components.) 

2. IRAN the eight AURI C-130B's. 

3. Center wing replacement. 

f learned (outsido of ihii meeting) thot tho D.L.G. hos $800,000 v/Ilh which to support the 
AURI this year. Tho money con go for either IRAN or ccr.lcr wl;.g replacement, depending 
^ iho priorities established by . and v/o now knew whot they a.o# One factor that 

tnoy old the center wing program to some extent li that i; <*r.te.toir.ir.g the Idea of 

loving tho AURI do its own IRAN. Ho is not altogether confide;,!, however, thot his pooplo 
Iho copobilily. That Is why ho oskod tAS$ for ihe proposal lo do two aircraft this year. 


: 


V! 
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./ AURI III.AnQUAKHRS, DJAKAR1A, 
,/NtSlA, Afm 28-2?, 19/1 


M?./ 10, 19/ 


tied to lldt proposed, lie wonts o quote for tending t?x of Ills key people to Singapore to rocclvc ccmprehen- 
tivc on-the-job (mining in C-J30 IRAN* His hope is lltot these people con gain adequate skills to pcrrr.it 
' ' N of tho remaining six aiicruft In-countiy. If this can bo done, most of the 1921 D.L.G. funds would 
I mis bo frcod to take caro of conlcr wing replacement on probobly twoolrcroft. Hopefully, D.L.G. will 
be oblo to find funding next year to complete tho centor wing replacement program. At tho moment, tho 
ontiie situation is problematical and hinges on tho final IRAN docision. As the mooting adjourned, I re¬ 
quested on appointment with for tho following morning to discuss now alrcroft acquisition. 

On tho morning of April 29, 1 agyln met v/ilh ond presented a proposal offorlng 4-6 or 8 new C-1C 

aircraft for delivery in 1973 remarked, “You must have smelled the smoko, because you have hit 

tho bullioyo with your proposal. Our planning is for money to bocomo ovoiloble during the 1973 time pork 
to purchase now Hercules for dolivory In 1974. V/e wont another squadron of C-130's In addition to other 
typos of uircraft." "V/hon I asked him how many olrplonos compriso a squadron In the AURI, ho replied,' 
“Eight." He repeated several times how excellent our timing Is In presenting the proposol now ond alludec 
ogatn to "smelling the smoke." 

wos in o very jovial mood ot both mooting*. I loomed that ho hod been advised of the deposit of 
the $100,000 "commission" In tho Singopore bank just prior to our orrlval. This, undoubtedly, accounted 
Wr his benign mood. <v* 

IS. r . 

The.subject of center wing replacement wos again discussed subsequent to presentation of the C-130H pro- 
pwol* osked for a firm quotation from Lockheed for sending his Oirplanes through the progrem 

^•l.G. sponsorship. I explofr.ocUhot tho estimoted prlco of $250,000 per airplane which I hod give* L * 

■s bosod upon tho alrcroft boIr.g Input through D.L.G. I furthor explained that Lockheed could not 
irflrm quoto for D.L.G. orvd suggested that go dlroct to Col. Melergvlch ond request this pricej 

Itflhout involving Lockheod. Immedlotely agreed to this approach ond sold he would pursue It. 

fen porting, I advised 
tftrrent. IT 

fa tho aftornoon of April 29, Schr.oppe, Odonbdch ond I met with U. $.'Ambassador Galbraith. Schnop 
Qplotnod the LAS picsor.ce In Slngopore ond tho types of business (overh^ul/lRAN/mdlntonance, otc.) 
tfhlch they ore trying To obtain In thot port of the world. He also briefed the Ambassador on tho LAS r * 

T5 work with Indonesian coriWrorclol airlines, civil ond^ollce airlift agencies ond Tho AURI In estcbllshli 
o molntononce/ovorhoul bose somewhere In Indonesia to take care of oil types of aircraft. I then oxploh 
rr.y Lockheed affiliation ond role In Indonesia. The Ambassador thonkod us for briefing him ond advised 
ho Is ovoilobio should we need help ot ony time. 

From tho Ambassador's office, v/e went lo D.L.G. whore Schnoppo again exploded LASS's role to Col. 

MojorovJcli ond stoting frankly thot ho wonted D.L.G.'s assistance in obtaining the AURI IRAN progrem 
Molciovich odvUcd him that If cemo through D.L.G. for IRAN on any of his olrplanos, ho, 

/ clorovfch,would hove to oxerclse AFLC ond that he would bo directed where to ploco the alrcroft ' L 
USAF A/M) for IRAN. Melorovich so id thot Input would depend on which AMA was doing IRAN on C- 
01 Ihc* timo ond how scheduling could bo orronged. Ho oleo sold (hot (lie number of aircraft Input at 
ie would be dctoimlnod by funds ovalloblo then. Ho then lold Sclmcppo thot ho )ijd no knowledge 


thot we would update tho C-130H proposol every three months to keep It 
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MARKITINC# KIM nvi u «mi/* 


TO AURI HEADQUARTERS, DJAKARTA, 3- _ * Moy 10, 1971 

.DONcSIA, APRIL 20-29, 1971 


who I funds AURI hod ovoilobtc for on/ purpose of on/ limo, Ho sold/ "If AURI wonts lo IRAN oir croft on 
l! own, 1$ o free ogont ond con choose ony ogoncy ho pleoses, I hovo no control over that 

wtailtcovcr." Molorovich did not ot ony time rovcol the o;nount of funds ovolloblo for AURI expenditure 
during this mooting, 

I did not mention contor wing rcplocomont to Melerovlch, fooling that much more Is to be gained by lotting 
moho tho suggostod approach, 

Schncppe v/as not satisfied with tho answers provided by D.l.G.ond lafor announced his Intention of 
pursuing maltors through HQ/PACAF In on effort to have D.L.G* dlroctod to support LAS Singepero, 

Melerovich hos told mo In tho post that HQ/PACAF is not o policy-making ogoncy; thot they only react 
lo recommendations made by tho D.l.G* with respect to tho AURI* If this remains true/ Schnapps 1 * over¬ 
tures at HQ/PACAF may well bo for naught. 


" ,v F. S; McKinney 

Jf$McK:be 

T. J. Clelond ^^ , . , 

vW. w. Cowdon ' 

D, T, Crockott, Jr. 

P. F. Dobbins • N 

J. F. Johnston, Jr. 

C. C. Loubochor 

E. E. Rainwater * r 
S. Sallbo 

D. B. Sikes 

A1.7.3 

A6.2.I _ - 
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' LOCK!IMP IT IVAI U UMA 

. **n. III|R>CI«I6M (OMKIH 

4 Dl W'tMMR MMUM 

ill'f ir.DtrAf.TMtHIAL C0MMUMCA1 ION 

10 R. |« Mitchell - Corloc mm. 01-10 




jOMt (A Pkiy/fA oy 1 A, 1971 


iton _ p. r. Dobblm/T. J. Clolond - Goloc nh. «ohi ixt. 

tviiicii CORPORATE POLICY DECISION ON TRANSACTING BUSINESS IN INDONESIA 

for over ten yoors, wo hove successfully dono buslnoss with tho Indonesian Air Forco* This 
business until tho last two years wo* conducted with tho osslstonce of our consultant thoro# 
Subuquont to Iht dissolution of tho Corporate relationship with our Indonesian consultant, 
wo hovo boon doallng on a diroct basis with tho Indorwslon Air forco (AURI) without benefit 
of iuch on agency. Horoln lies tho problem. 

, end ono of hi* deputies, . , 

, ere well ©wore that we pold commlisfons to our consultant ond v/ero 
Very Irani* In discussing It with our poople. Thoy stated that since tho coniultont Is no longer 
M tho picture, they oxpact canmlsslons to bo pold oiroct to o numbared bonk account In , 
Slngoporo which they say Is a "support fund* for tho AURI* 

© ... "* * ! 
|lp irly 1970 whon v/o proposed sending a toom to Indonesia to rtploco the wing comer fit— 
th*» In the eight AURI C-130's, . sold tho AURI would buy tto progron If 

f&ckhced pold o 5Sv commission. Agreements to this offoct v/oro drown up ond tho job wos >. 
(subsequently accomplished ond a ccih "commission" bonded over lo through our fluid j 

Sorvlco people• mode It cloor at thot tlmo that 5% "commission" mult fxi pold to | 

Wo AUUI on ©11 future monWI expanded on Lockheed products. i 

Jatho (list quortor of 1971, odvfsod our Flold Service Representative ond subsequent¬ 

ly our Soles Representative thot Avlqulpo hod solicited AUIU spore parts bull no si and hod 
Offered to pay 10 to 15 porcent "ccmmlsslon," depending on tho size of iho order. He od- 
vlsed ui thot ho would IllcoTo continue doing business With Locktaed-Goorglo but, In view 
of the Avlqulpo offer, Lockhecd-Georgla would hove to fnereoso "commissions" to 10 per¬ 
cent on ell future soles to the AURI« 

In o mooting In . 's oftlco on 28 April lost, mode It clear to F* $. McKinney 

(Solos l!ep., Goloc), F. D. Kolly (Flold Servico Lop., Coloc), ondM. Schneppe ond F. 
Odenl>och (LASS) thot 10 porcent "commission" would hove to Lo pold diroct to the AURI by 
Lockheed organization doing business, of v/hotuvor notuio, with tho AUR1. 


I* wos pointed out to that LocLhcod doos not nonnolly conduct business of this noture 

on u direct htnls. Ho v/os ©shed to oj/iov;ly consider a Ihhd port/ through whon wo could 
n utuolly conduct business, ond our (.oeplo Indicated thot v/o woro qulto willing to welcome on 
I Iduol of his choosing. The odvcmto.tos to he goin*<J In mutuol protection wore pointed 
o if/however, summarily rofu/id this suggestion on the Lcsls ihol o third porfy would 

Ljvo to Lo pold, whloh would only dilute the AVJhl "connsIsslon." lie mode It qulto ctuor 
I ut If wo wont lo continue doing hoshvm with Iho AUfil wo will do It t'solr svoy. further 
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IQCKHf XD fy.lVATf. DAT A 


CORPORATE POLICY DECISION ON M<y 14# W/\ 

TRANSACTING CUS1NCSS IN INDONESIA 

c/pvmont ct this point bolny uraloss# the LASS pooplo ogroed thot they could moot (ho "commission" ond 
method of payment procedures ond McKinney odvisod thot ho would refer tho rnoMur to his manago/nont 
for solution. 


If Lockheed olocls to do business In tho proscribed AURI forhlon# semo of (he Itozords thot v/o might bo 
oxpcccd to oroi 

I* Sfneo wo have no ogoncy agreement In Indonesia# wo hovo no lopol moons of charging off 
thevo "commissions. " Thus# they may not bo considered allowable deductions by the Internal 
Revenue Servlco. 


2. If such payments should some day fceccmo public knowlodgo# tho roporcusstons could bo 
damaging to loekheod’s nano ond reputotlon. 

*■0# on the other bond, Lockheed fools v/o cannot afford.to do business the AURI way# we toko a calculated 
Milk ond could lose tho following potential buslnotsi 

^ 1. $300,G33 or mom per yoor In spares solos# contract fochnlcol sorvlco end ports overhaul 
O business. ^ , 

^ 2. Sobs of olpht now Hercules ond complete support In tho 1273-1974 period; amounting to cm 
© ostlmoted $40 million. 

^ 3. IRAN/Ovorhaul work ot (ho LAS Singapore facility* Value unknown. 

W \t, . 

l^t thus boccmos a mottor oi f which alternative to chooso. 

refer this problem to your offfeo for decision because of Its complexly ond since It Involvos moro than 
gone Lockheed division* A common policy for tho puidonco of oil divisions In (his ond similar future ceres 
•» doomed ossontlal to tho E&st Interests of tire Corporation* Wo would Op'preclatd a position on this matter 
os soon os possible# and in any event# no later than the end of May# so thot v/o may procead with our 
'marketing programs In Indonesia. 

. ' > * • 

/ ■* *. \V« t 


pfo/rjciu 

T. Cfiwket*, Jr. 
R. A. f uiirmon 
William Rlokc/Corluc 


P. F. Dobbins 


T. J. Clolond 
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luwrcf. TRANSACTING BUSINESS IN INDONESIA 


Wit), reference to your joint memo of May 14, 1971 requesting 
Corpointc policy decisions on this subject, I am quite concerned 
‘ about two aspects: the AURIrealatKrfco'tb* uiitftbllshlnfc a third party/ 
buffer, and llnv suggested level of commissions 

On the first point, It is simply imperative, that, wa.convlnco tho AllRf 
of the noed for at leant a* nominal buffoV. I think some very convincing 
arguments could be built around three points; 

a. Tbo significant protection provided for them as well as 
for us, 

b. The fact that payment instructions can remain precisely f 

st already established. . MAY 2 ? t971 

s 

c. That no "dilution" of commissions is required bocaupc we PORTCR 
see no requirement for any active participation by tho 

third pnrly. 

I have discussed with Jim Wilkoraon a very slrtiplo technique whereby 
could easily comply with our requirements at no cpM o> 
trouble to him.and his associate*. In fact, our idea would furnish 
him additional protection (insulation) as well aaTJuraolvoc. I have 
ashed Jim to describe this to Bill Cowdqn. 

We certainly should avoid exposing*.*our corporation and our'Customers 
* jL>y. doing business |n the manner suggested by Wo should 

accept the calculated rial; you visualise in refusing "to do business 
the AUKI way" because I believe wo can develop a mutually satisfactory 
arrangement. Also (quite apart from tho obviour. ha/.ards) unwritten 
hftiovHumlb Iimvw a'way of becoming dl Mo’rieU’over limy, 

With ref poet lo the commirsion scale, lot's not lose our perspective. 

could bi expected lo shoot high, particularly if ho had hi en 
led to believe thM l!.e "guii.p rate" v*;u: 10*1*. However, when we 
romemloT that the AU Ill's rerouverr. are indeed limited, it ir. lo our 
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TRANSACTING miftN'KSS . ‘ May ?.6, 1971 

IN jm)okj:. ; ;ia 


advantage to keep the commission within reason because we can (jet 
a larger slice of the total. My Ido.vof a reasonable scale would be/ 

3% on uirplanes and f*% on oiher salc/s, We definitely should fighu 
dor a maxim um of 5% oh the sale of/ airplanes and major modification/ 
prpgramg, with a ceiling of 10% on smaller spares ovdeus. Obviously 
we must weigh the competitive aspects and I'm willing to concede - 
reluctantly - that the 1KAN program In Singapore lalis within the 
definition of competitive necessity. 

Wo arc still In business for the long term, not for the quick buck, 
and I feel these guidelines arc belter for the long pull. As you say, 
we co uld lose some business but the risk seems acceptably small. 



/; / 


R. I. Mllcholl 

T. Crockett 


A. Fuhrman 


M. Schncpp 


i. Rickc 
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lOCKHIIP’OtOftOIA C q M * * T 


IMTlRPIl'Ar.TMCNTAl COMMUNICATION 


G. D. Mothvln 


mm. *69-50 ioni 11 omi Jonuory 10, 1992 


ium F. $. McKinney ow. 69-50 to«i 11 nr. 4A996 

tumcTj AUF.I COMMISSIONS . j 

I chocked today with lee Martin end Joss Phillips to dotormtns If they lw»d ovor recofvcd ony Instructions, ot i 
written ogreomont, concerning payment of Commissions" to the AURI* In both coses, lit* onsv/or was neye- \ 
live, Tlius,es for os Goloc Is concorned, thoro oro still no channels established for payment of those ox- {• 
poclod "commissions," 

During the joint visit of R. I* Mitchell ond mysolf to Indonesia lest July, he (Mltcholl) egrood, upon 

*s domond, that Lockhood would pay a 10% commission on oil future hordworo ond | 
cervices purchosod from Loekltoed by Ihe AUkl. Subsequently, os you know, Mitchell cstobllslwd Inter- j 
rvotlonol Trcdors Ltd, os the medium through which such commissions v/ould be paid. 


As you olso oro oworo, o real foul-up occurred the first tlmo International Traders was used for payment of 
somo Lack funds v/hlch hod boon owing, Mltcholl thereupon cancollod the ogrooment with International 
Trndors, rofrloved the funds end paid Ihom through LAIL, Hong Kong* At tho Hrno this v/as done', we v/ero 
told by Jim Wllkorson thot future AURI commissions would Lo paid through this channel. tlowever, no 
•^cornent to this offoct v/cs ever drown for our Controcts peoplo so that tho payment of "commissions" 
v/ould becomo a routine function. 

In the lest quarter of 1971 Tom Kolly rosold Ids contract to the AURI for onothor yoor of Field Scrvlco 
technical coverage. v/Ilt be expecting tho 10% "commission" on this loney/ol, por tho vorbol 

agroomont mode In Djakarta In July 1971. • 

Tho AURI hlororchy Is prvsontty fairly well sotlsflod with,Lockhood, after toverol years of HI coneoolod 
hostility. This Is becouso Ihe back-owfif/unds rdcbntly paid through LAIL. It v/ould bo a shame to 
allow these Improved relations to dctotloroto to tholr itolus of early 1971. Kowavor, this Is oxoclly v/hot 
v/IH happen unloss cn acroomont Is drown v/hlch will activate ropoymant to tho AURI automatically, at 
required, and a channel established through which the money con bo paid. (Wo lest our Hong Kong outlet 
with the closing of that offleo.) Tho agreement must bo such thot It will withstand Intomol f.ovcnue Service 
'•crutlny, inasmuch os funds repaid Iho AUKI should bo tqx deductible, „ 


I cm still confident thot tho AUP.f Intends lo oequlro eight additional C-130 1 * In tho next couple of years, j 
ntoyld oJ wo coniine to do busfnns tholr v/oy. However, this potential could bo completely voldod If tho f 
'oOn’iu are not ostaotisnou, seen, to op litis, i 


\ 


r VAcKrbe 


v,7 


F,’ S, McKInnoy 


J. K, Anchors 
V7.\V t CmyJ.,n 
b» l>. Engeh.arl, Jr. 
^Al.7.1 


I ».*!•*% I** <W 1/ |>At /. 


y 
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. 1WCI:Q£0AMACNtAl COMMUNICATION 

10 P. L. Martin/Gclac mm# km>/ mmi/ pah 10 August 1972 

C. M. Vnlcntine/LAS olc ^ f<wl hc 


f*0M J. H. Wilkerson ©*o/i 07 " 50 Ion/ 61 iac ,/ A ' J w ' 71979 

suijkti Commission* on Sales to A. U. U. I. 


Attached is a true copy of the pertinent paragraph of the Letter of 
Agreement dated 28 July 1971. This specifies the commission pay¬ 
able on certain direct sales by Celac and LASS to A.U.R.L 

Payment should bo made to: 

Bank of Amorica 
• International Banking Office 
101 West Seventh Street 
Los Angelesj California 90014 

For the'account of 

Lockheed Aircraft (Asia) Limited 

Account Number 06626 - 06348 s 

Simultaneously with payment as indicated above, J. W. Clutter, 
President of LAAL, should bo advised of tho payment and requested 
to forward thejprocceds by cashier** check. A cpnfidcntial info 
copy of the notice to Mr. Clutter should be sent to Mr. T. D. Kelly 
in care of LASS in Singapore. 


It is very important that these transactions bo handled discreetly. 
Therefore, please Advise only those offices within your company who 
definitely need to know of this agreement. 




J. H. Wilkerson 


CC! D. W. Cederberg 
J. W. Clutter 
R. 1. Mitchell 

Lim it ed IHstrlbut I on (PLM 8-15-72) 
J, K. Anchors 
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20 July 1971 


Letter of Agreement 


In accordance v/ith agreements reached this date, and for 
services rendered, Lockheed will remit 10# commission 
on all A.U.K.l. diroefc procurement from Lockheed Georgia 
Co. and Lockheed Aircraft Service Singapore (excluding 
government-to-governmont transactions) for C-130 and 
Jotstar, spares, ground support equipment, component 
overhaul, technical cervices, and modification/iran 
programs performed outaido tho U.S.A* Nov; or used air¬ 
craft procurement,- modification/iran programs performed 
In tho U.S.A., and othor Lockhood products and cervicos 
shall bo tho subject of separate negotiations. 
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INTCBgp'AHTMEWTAL COMMUNICATION 

^ 1). 1U Kcnku LAG-S WfT - 


riANT 

MU Hiiy 16, } 973 

PERSONAL AND CONFIDENTIAL 



C73191 

d. W. Cedcrberg LAus 

•IOC. 

fLANT 

txr. 

SU0l£CT: INDONESIA 





Dear Bob, 

Subsequent to my IDC to you, C73162 dated May 1,-1973, I received 
another anguished phone call from 44 ' on May 9 that 

commission on the Gelac JetStar engine transaction had still not 
been paid into his Singapore account* I fired off telex messages I 
to Clutter and Cliff Witte. Cliff did some quick checking ana ! 

discovered that Gclac had sent the money to L.A. but had neglected ' 
to trigger Clutter to make the transfer! After come fast action 
on somebody's part, Clutter advised me that a cashier 4 s chock for 
US$20,000 was airmailed to the Singapore bank on May 10. 

I teleconed this belated news to 44 44 on May 10. (He is 

still at home recovering from illness, but expects to be back at vx>rk 
any day now.) I. thought the matter v/as finally settled, but I got 
another call from 44 44 yesterday saying the deposit had not 

yet reached his bank. However, he was under the impression that 
it was T.T. 4 d from Clutter's office to Singapore. I told him to 
keep checking with the bank because the airmail letter should surely 
reach there any moment. * 

Bob Engelhart also received a phone call from 44 - last v:eek 

concerning status of closing out the deposit account rolatod to 
Gelac contract GLX-19D. Hngelhart convinced " * that the 

deposit funds (about US$17,000) should be left in the Marietta 
account until at least August. According to Engelhart, it appears 
that tho T-56 engines sent to Gelac, in February, for overhaul will 
eat up everything presently in the GLX-179 bettor of Credit - and 
then some! 44 "is trying to get another US$300,000 from 

tho government to add to the approximately US$450,000 already in the 
GLX-179 Letter of Credit, but this will take time and may not occur 
by the time the engines are ready for return shipment. In that 
instance, Gclac would draw on the GLX-179 and GLX-199 deposit accounts 
*to make up the necessary difference after drawing down the total 
amount in the GLX-179 L/C. 

At any rate, as soon os " 41 gets confirmation from his bank 

regarding tho deposit which Clutter airmailed on May 10 - I should 
have his Gclac monkey off my back until August. (Unless he gets 
additional money to pump up the GLX-179 L/C in the interim - in 
tyhich case he will be back on me in a flash wanting to close out 
the GLX-199.deposit account!) 

The reason I gave you the foregoing background was to bring you up 
to date on how the Gelac situation presently stands, in case " 
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t HAl T (AUSTICAI.IA) l*» V. I,TI>. 


D. H. Menko M °y 1C, 1973 

M tries to give you a different story; and to alert you 
that " "is now beating my ear about tho Jets tor work 

you*re doing in Singapore - with regard to pnyment arrangements 
and commission* In this instance, he keeps referring to "Mr. 
Odenbach's promises." " " says that previous experience 

indicates that it takes "two to three" months from the time AURI 
pays LAS-S in Singapore before commission is recoived by his bank. 

He says you told him that conmission must be paid through 
California. He fails t i> understand why you simply cannot deduct 
'commission from the payment LAS-S receives in Singapore and 
deposit it straight into his account - instead of going the long 
way around through California. 

I've suggested to him that you have no .control over dissemination 
of payments received in Singapore. I made words that "the 
corporate accounting system" and "taxation authorities, etc." 
will not permit you to hive off commission in Singapore as a 
direct transaction with his bank. I did concur with him that 
"two to three" months for commission to be processed through 
California seems excessive, and that I would bring this to the 
attention of you and Bob Mitchell. " "is concerned 

with commission that will be payable on JetStar work you are 
presently completing. He says the work v/ill be finished this 
week or next week for sure. Inasmuch as AURI will simultaneously 
give LAS-S full payment, in Singapore, how come he can't get 
commission paid into his bank within a day or two from that date? 

Although I most certainly have not discussed this aspect with 
" "I believe it is Corlac's Vuling that all commissions 

paid into Singapore must go through a "sanitizing ir process involving 
Clutter's office. I presume tho AURI payments LAS-S receives 
are remitted in full to Ontario, after deducting LAS-S overheads; 
then Ontario follows the same procedure used by <?elac in hiving 
off commission. 

As you know, I keep ending up as the meat in " •" sand¬ 

wich when commission delays occur, because he knows I work directly 
for Bob Mitchell and "Mr. Mitchell promisod.....", I would be 
.very grateful for anything you can personally do to assure " 

* that LAS will expedite payment of commission on the work 
*now nearing completion. He has highest regard for you and Jim 
l/att, and I hope he v/ill accept whatever plausible explanation you 
guys can give him. I would hope the conjnission in that instance 
is settled before I visit Djakarta oarly next month, otherwise 
I'm probably in for another rough session with him. 

Incidentally, Bob, I find it disconcerting - but at the same timo 
reassuring - that " " talks so openly about commission 

payments in his telephone calls to me. ' I talk as guardedly with 
him as circumstances of the conversation will allov/ - but he scorns 
totally unconcerned that the telephone line might bo hugged on 
his end. He is certainly no fool; and his open attitude toward 
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.IIICIIAn' (AlSTItAMA) I'TV. |.TI», 


B. II. Mcnkc 


3 . 


May 16, 1973 


tho subject indicates to me, at Icajrt, that tar-fszsis secure from 
backlash from his higher-ups. This Is something you and I must 
discuss noxt time I'm in Singapore. Maybe you and I should go 
straight to his boss, lay the cards on the table, and cot personal 
assurances from tho boss that " is indeed acting on 

behalf of "the board of directors.* 1 Maybe you've already spoken 
to the boss in this regard; if so, I need to know about it. The 
Gelac guys are very concerned that they're flogging a dead horse 
under the present arrangement of dealing exclusively with " 

■ ‘ ? don * t: completely agree with Gelac, bocause I suspect 

8 boss is bound to know what's going on, and would 
have jumped all over us (through you, since you know the boss so 
well) if the boss didn't want " " i n the loop. 


Best regards, 


cc. R. D. Engelhart/ 
R. R. Witte 



D. W. Cefierberg 
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SJ'SST' ?.9 6?S»5 
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.-'ri- 

GA 
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^ 07/75 _• .. . .1 -V 

.. -r- V-* ■ * |M 

^CKHEFO-CSOPGI A COF°A\‘Y 
"ATT v : 30E EN3ELHART - LHFC 




INFO: ’JED RIDINGS - SR/50 . 
• ^^^VCO«DE>J - IS*/5 <171 


JP3-7C-75 
PEE YOU? RF05A. 


M OULP PE 0L A D TO SF.r YOU A'»D DISCUS? DJAKARTA 


SITIIATTO*.' A'JD COULD CO •-•!TM Y'HJ TO PJA y ,V°T ft IF *'FCES$*RY. PERHAPS 
FTtt, ! SH^Hi.n FLAE-ORATS 0!! THE SITUATION THERE AS IT DOES APPFA* 

'0 T THE'*? IS SCr*E M !:-U* , DF C ST Af?r»l V G AS TO MOW THE CHA?!PEG M E t T 

fHOIKMT \°0|!T avd Ml AT TODAY'S SITUATION REALLY IS. EASICALLY. 

I 
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,r RE n uiRF‘ v rvT r<* ,% ■» * co vM r?'CMi. hfwwi.^s »'o \. f )‘i? vc 

ETISTS, *T.f. r, S? **0T FOR TMF '>••* *'•';£ “*■ TRA ,, . c P°' ? Tr , R THE ITFFS 
HARIRI HAD !*l *!?.'? •VT*' **F "D THE IDEA t:»|TI ALLY*' P^ZSIRSHT 

nwof/) L! y F5 THE If,?* r F ROE-EPCIAL Ur r C»'LFS TO ^ 

* T‘*A."SrO’'T SU°PL1ES AfO F^UTR . *:>**•»' FURORE, UO'-’EVFR, HIP 

F c nr ! G IS THAT A *IEV ALL-C*^ 4 : i •' • "l. ?RE SHOULD PE C n FaTFO rn O v 
SC-ATCH, nn OPE°L v E^UI^PSU,*’* ‘ Af!D SFT UP If? 4 VA'WEP 

•'HIGH ‘•'ILL M A‘<r n A PRO“lT*ri K WAHIZATTOM, ‘SIRS UP-TO-DATE 
^ E^niPvrjT VIP HODERH TrCHUIOUfS, WJC DECISION IS 

TO HAVE *Vt*TI?» DEVELOPWl «%po»ATlOff PERFO™ THIS TASK . TO 
ACCO*5W.!3»» THIS, >8 HAS DIPfCT-T^THE "MISTER V COr.!W!!C»TIO , I 
TO ISSUE A LICENSE F?» V! ALL-C-^SO MPUSS '•MICH IS TO SE SET . 
ijf> TY THE .*FORr-’E>!Tt0’>ED m'.ffjvrt 'H;VELOP*!E8T C9SPCRATJ0B. THE 
<Jt»!IsTE n ?F CTIMUiTICATlOII HAS* UKEAW CO>IT : CTED !H>. SOFLARTO 

IS PRESIDENT T ADC HID C? : TIR>TD TO MI* THAT THE PRESIDENT'S 
_!!ST®UCTI0;i3 •'Il.L BE F0LL9V“f>"AND A LICENSE "ILL BE ISSUED-AS 

^ * • t • - * . X S 

SOON AS .*» APPROPRIATE APPLICWT’EV IS SUBMITTED. PRESIDENT SUHARTO 
v . 

fWV HEP SUGGESTED TO *7. S'UiLTRTO AND TO w*DIEI ?H*T LOCKHEED,, * 

4S THE SUPPLIER OF THE COMMERCIAL. HERCULES A’?JP A tfAJOR AEROSPACE 

**!?*, PH^ULO EE 0EI.E TO PROVIDE ASSISTANCE, Af>VIC«*, COUNSEL A HO 

V.’f! p O r T IV ORGANIZING THE Mftti?lF—rAKIVG 'TCFSSARY STUDIES • 

riflDXi'O FJMMicrJp FOR 4IRCR4FT PURCHASES, ETC, FTC. WAT THIS 

ALL "FANS ISt. F -I°$TLY ( vnyo PROPOSAL TO PERTAVIV A IS “0 LOMGFr 

GF^MAI'*. A MEW PROPOSAL F*OY SOMEONE, .AND **Y SUGGEST I O.V '•'OULO 

HE CGI.AC, YUST FOV pc SUBMITTED TC AVIATION DEVELOPMENT 
, % 

CORPORATION FOP THE ?V*CH*$r 'T IVfr COUTRPCIAL HERCULES AS ”ELL 
AS * PLAV, PF^HAPS A °p^P03M -tor a mam A3FYENT TE 4 *?, ».*HICH 
R^ULD HELP TT T«r ApL7"r "RGV'IZ™ RPnfMTIDG. ALL THF 
FPffCOr'C IS Sl'in." * FUSICESS '■PPDnrUN.ITY A f!D CONSISTS T TODAY'S 
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, . |*t^npAp as tm«“ cnf-,v.;:rcMi. hfhcs is ctw.r^EP. 

4 ,r^P ITCM CO'»PLFTFLY *P* n T P?O f4 THIS PFLATES TO THE ''VTTEP 

'•''.TSIi'l CWULT* # !T. AS vy>ir»I RFLfiTFD THE INITI 

w orESinEMT cuha^TO H*0 Sl^ftpSTED TO wt* THAT 

WIUIDM DrVFL'Wr.'JT COSPOGATIO'' ’*OHK!> PE A BFTTFR PEPPrS£-»TATlvE 

• -.» HSJP l T w, »ETO IM P’DfV'ESH THA« i^i.'LD PT Cdp;»IG HAS (PEMFPAl. 

# S C^PANY). ACCORDING TO HAH I HI, HAD ALREADY 

ft"* LET !T BE KNO’-U? THAT HE WILD LIKE FADING HAS TO HEP°ESEHT MS. 

LATE'', ,; H C H I VET SOFUBTO PERSONALLY, HE STATED THAT THE PSFSIDEUT 

HAD TOHIMSOMF 10 DAYS DEVIOUSLY THAT IT WOULD PE 

A GOOD IDEA FOR HIM TO THY AMD VOPK WITH LOCKHEED. SOELAPTO * 

^AID, A?T IT V\S LATER CONFIFMED 3Y AIR MAPSHALL * . THAT 

is. • 

^THE MR Er>CE HAS-BEEN I WORKED T THE PRESIDENT'S SUGGESTION 

-JW’D HAVE SAID THEY VILL COOPERATE. DUPING A LUNCHEON JUST 

nF W TO **Y DEPASTURE ROM DJAKARTA, TOOK f*E ASIDE,. TOLD 

^E OF HIS AMD THE CHIEF OF STAFF'S CONVERSATION *ITH (WHICH 

*Voif HAD ALREADY BRIEFED Y? IN TOKYO) AMD SAID THAT EVEN 

■ ** , , 

_ ”THOUP‘l f"». SOELARTO M A YE E APPOINTED TO DEAL- WITH IS ON XAJOR 
= J>P03 ,J » M S. HE HOPFO TH4T Sftf'E ACCOWOPATIOM COULD EE. HADE 

av us I up ' 's cokp.any, at least for spape parts, r, 

ASSipEn A5«»m THAT I THOUGHT ”Z COULD PETAIR ENOUGH FLEXIBILITY • 

TO VO’RPUT 30**E KINO rp AN, APBAMGErEn ’-’ITH' . I SUESESUEf.’TLY 

TOLD S‘ , H*<'‘TO AF-OUT '•UR DESIRE T n .‘CCOKKODATE THE AIR FORCE'S 
"ISI'F-! !-: T*IS RATTER AND THAT "E HAD K»OWf! FOR A LONG TIKE 

AMD SH’I 1 'Trn THAT PFoHftps HP COULD."0°X PUT SOKE KI«D OF 
••CC0VV,!,-TI"« "ITV . HIS RFSPOUSE TO THAT •••■AS <TMFR«LLY 
Ff.\>»*|-' ,, l 1 , VC"EVE® HE SAYS ppESICFOT SUHARTO IS NOT SO HAPPY "ITH 
T^c'rnr.iT '“D r AfiPAGE HANDLING DERATION AT HALIH Af!f> HIOHT 
** I'l MIV r? I SOEl.ARTO/i 
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!* Y, I STII.L THIVK - Ctt * #, 0 SHOHLB «7 M P A i»AY TO 

ACCOr* rt r*T£ y|fr u** py*C v *3. : t»cA|'t. j*j TSIS "*TT£n. HOS'FVER, 

vr afs^lut^iy' cwot mo’-s t «:»«•* :i m's nesisr thsts m (vj't 

BC VJY Pl'SkVESS TO SHARE • ’ VS CAR TALK ABOUT *LL THIS 

7 ’ ■ 

III MO°e ftTAIL XOU ■ ; :'F AREA, EIIT I FFLT IT “IOHT 

BE BrilFTlCII'L TO'GET THIS '•RFtjt'ir’ARY DATA IIITO YOIIP HA’JDS SO 

THAT YOU COULD l?IVF If SOME iV.IUSHT EEFOPS LEAVIIIG WARIFTTA. 

• ••••■>■ > • . • 

BEST REGARDS . ? v . V " . . 

DAVIDSON 






»05070?0< - 

HOA02S 

6 AR 337 
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•#.< • #*7 C^ 7 rc 

1 LA 


0?/l*/75 ' . 

ATI V ? °,®ILL - t!C pyPR^VV 
i 

cy»0£V 

1 "M vDVJ- - LIC 

PD *:VRSLH»!>T - OFl AC 



JD2-14C-75 ; ’ • v 


SPDJECTi C^SMLTW SITUATION - I'JOO-'JSSM 


CHPD'SDIOOY ojr rEETI'TS 

'KERF CO'ISyiTV^T PUFS7ID» CARE 

l? 

viS *$ R*L!.0"St ~ 


/ 

A*U r^ELKAPT PST VITK 

A»jr* 

• 

AIR FCRCF! 

f PRIOR TO MY ARRIVAL 

ON TlirsOAY 


II '"RC‘{. AS I. AT?? RELATED TO ?'? SnpJTCT SOFL^TO »$ 

CD* 1 DHLTf.i'T va». LC- v:, T r w C*''S V? D»r>IDP “EFTT'O A"D IT 
Cl.rA'* T'*p LKl' r I.S !*' 'IP w*f?sr r-? &*.•**? pOTLAPTO 
ci^'-titi, r<rv »\7*i # t * , vCfD r "‘n v ».i’T it ri*'cr it uo«pl t .cid 

mw yt£)fi piajis. 

I 
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Tm'FP ?L 

..T J rv T VF n T'L v t‘ ,# s * 1 ET W ITM 

Eiir^V’s "T i**v"r.j Ajrj^v VF r*IS cr O % T 0 “ «!<> 

EA^LTS^ "BETP'O THAT I>* v "ITM 6 «p • AT THIS 

TIME I ALSO om/c VIM OETMLS “ r ” WA T TPiMSPJPFO D'JPI'X MY- 
SS-'* 1 ’ pvc^uaqv jv*ART< VISIT. 

CCC C* 1 ' THE »ine»M^»ig j^ va»c. u ^ POT -1 "ST M ITH SOELARTO *» 0 D 
- «S 50 CIA T :S y CHFVEP T'-'IS DlSCfiSS T 0 % * *•’*$ COV^ptED STRICTLY 
TO THE PROPOSED ,, i: , J 0**50 CARRIER. 


roo. he nFT fo° iu;ich vjd Discussion o** the aftepmooh op is parch 

• WITH . AT THIS f'SFTIUS "ENT INTO CONSIDERABLE 

• DETAIL C0 M CE o V!M0 SOFLAVTO'S COr j ECTtO:’ "ITH * , 

AMD SO tj'^zn AS .THOUGH VS MAD'^O P74L EXPECTATIOM VE.VOIJLfT 
RE ABLE TO SPLIT *FF a\»YTHIVP ? ^P HIS CO MP A-Y t "JMCH 

THE AIM FORCE SP-0*190*8, ^ITUOUT COVCITOEPC? ^.SOSLA°TO. ' 

HE HAD SEVERAL' TH I MSS TO S A Y AFOOT CLOSE PSLATI OtISHIP AH!) 

LOOS F~IEMPSHI° PET* J ESP S^FL^RTO .'*’!) TOP AIP -coRC ?. R°^ES 
. ! M CU , DI M 3 HI’-'SFL 7 , *'T- EXPRESSED CONFIDENCE SO**F *CC0 VM 0DATtO'! 
COULO EE M ’\*KEP 'HIT AVO’ic T U E!'S?LVE ?, 

% 

EEE # E' l OFI. ,, A'=t •'00 I DE? n !£FFO *T H0 T EL ArrcfifiQw ry \o »mhcH AMD 
VS nFP'TTFO -0 s MIST'LL I* LMFP 1“ EVEVff'C, HES^ V S*HT # S 
COVVINCETi S^EL^'TO'S &OVS & IF RT-L HOHVVEP STILL W T I.F SO v F 
RELUCTANCE TO L: *VE TH p AIR FO*CE C»' r »ICF COMPLETELY OJT. 


-w>. v >tf '* ^TI ; 


*« v ft’^m r i *| tii * r ^ *7 7f*7 r * vr,l T M !T U # **Tr» 
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#*+ 


.Mj«q:v'i t* i # *xr <7 !*' w r i?fv? .'nv 

c ‘"i ."-1 * *r* r r.' % \ rm.». ~ rr .i~ ??••* 

PEVCT'**C c T*' L?*’jr T Jr M'* C MO ICF CO"°!.F7FLV CUT* 

vy r>~C'VV , E M 0‘'TI0?JSs - 

*.*£ SHOULD PROCEED *JITH * P*SJC C^PORATS A«*r'£ErE?’T UITH- SOELAf-TO 
C* SIS .Mip.TIOU DEVELOo^CMy CO?so?vr!9‘J *PD *DD *°0DUCT LETTEPS 
AS APP»0**I*TS •'HSU TM£ TIP* IS‘PIPE. THAT COULD PE VS**'Y SODS 
!•• 30”T CASES', IT C*VL9 p E LOGGER, A R °SPH>»S 'SVE° r Iff. 

DTHE* CASES. ‘ 

RSAAPDS y* . . - 

DAVI03 Off . f . / •_'.*■ 

-.VL SPSAPO^E ’ . " * 

r • * * ' / 

194/PiaT v 



J0M/.1/ i & 

» i^i « a*^ •» 

" v * /. 


). 4 mn' 

,V * H- 
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c:;.::v:n ;,\uv cm 0 

SAG&Z20 nr&uzt nTXBRVJXtcrju. 


Q 


<£ 


Distribution 


^\Y 


Cfc/ 


July 5.rtT i 
SLA-viliVb 


CoraM B. Julicnl 3-820 

cciwsiXCszicts m sicoiwisszqj? - a, u. TBASZCzn 


U 237 


Berlis a rcc-iat cca£orca«3 In Sin* YorV. uith A;‘ra Lhenbo*.;?,, Tio 
ratjuiinlad tbcc any cad nil csrejnlcr.tiocc tor/jhln^ upon corcrioeioao, 
hojsr/cr iswocnqua they lilght oceo to tfca aoudur* fea toot coloy Co hie 
repmeontetiva: 

Chxcrd Soieaia? 

2 Pldcn du Port 
. Cantvc, C’jxktnriasdt 
* Tcitiphcca 2irS-o05 Oteoidacce 350485) 

end fchnfc vail should be uwc, vaibo? thnr. tola::. 

Ha bO£t 3 cd that: so cascioa ofc any ccraiiociota c\ror ca cons fco 'jlthasr 
Beirut: or Saudi AvcVia, 


CBl/Jo 

Biefcr&uSioG; 

Roger ViUtasj * L 03 Ac3olo3 
Ca:a Otsert - Snatva 
A. n, EiHrtf; 

J3. I»* D-iVJt 
•.#*’• It* 

, . Dt 0» SvCUC 0) Ccirltid 

; b. 12 , cmu'oU 


teald L. Jaiicat 


Diot. by STgaafc 7-7->>o: 

M. E. Esa^n - LAB (5 copies) 

E» J. Etuscan - G7T1AC (5 carpAen) 

Ht Keen * Oi/^Vj ccciffc/ 

O. E. HOI - CALAC (5 copies) 

' * DiSTuicui'ic:; (j«:*icj: 7 / 11 / 66 ). 

" . R. A. Anderson *• J * 

D. W. Codorberj J * u » Xecn^ 

t; J. Clelmui c# V/ * Shostjeon/J. F. Jonncton 

D. T. Crockett, Jr. (f* l j* Vi * lkcr 
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O 

COPY OF 

INCOMING TELEGRAM 


W. A. SMITH IAI/LCSA 

G. E. MASTIN GELAC/MARIETTA 

• • E. J. HAUSMAN/ 

T. F. MORROW GELAC/MARIETTA 

C. M. VALENTINE LAS/CNTAR10 

. ! R, H. CANAN • CORLAC/BURBANK 




‘ 4GN-51454 TO PUT CONSULTANT A'ND COMERCIALLY UNSOPHISTICATED 
"FRIENDS" AT EASE RE NOVATION CF CORLAC AGREEMEf iT WITH 

CONSULTANT 1 PLAN TO GIVE HIM A COVERING LETTER WHICH WILL 

"' SAY THAT IN THE EVENT ANY LAIAG/SAUDI CONTRACTS MAY IN FUTURE 
BE ASSIGNED BY LAIAG TO ANOTHER LAC ENTITY THE EXISTING 
;• OBLIGATIONS TO CONSULTANT WILL EITHER CONTINUE TO BE PAID BY 
•. LAIAG OR BY ANOTHER LAC ENTITY. THIS WILL SATISFY THE OTHER PARTIES. 
WILLIAMS ' : 


DliMbutIomEJHscf3pi9-10-45 
J.H. KfinyS 


M 
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ICCKMIIO A'NCRAft INICtNATIONAL A.C.. OfNIVA . Swl'JIHAND 

INTERDEPARTMENTAL COMMUNICATION 

to Keocrs, W«A, Smith, LAI C.M, 

Guy E. Maotin, GSLAC II.H. 

E.Jt llauoraan, GiXAC ^ «/•!!• 
T,F, Morrow, GELAC 


© 





Valentino, LA3 
Canon, CCJILAC 
Mat tin, CALAC 


oati September 12, 1<X>5 


i»on Roger HI 1 liana, LAIAO * 


«it 4CH-51*l60 


sumcn ■ NOVATION AGREEMENT 


Attached Is a copy.of the letter which X have sent to Adrian Khashoggl, >a 
our Saudi Arabian consultant, concerning the Novation Agrooment where- * * 
by LocVUiacd Aircraft International A,Q, will assume all of the obli¬ 
gations of Lockheed Aircraft Corporation In connection with tho AIMASR 
Consultant Agreements . 


Many of our consultant^ friends are not familiar with westorn com-, 
morcial transactions and they wont to have* come assurance that our 
cbnaultant would continue to rccolvo hlo consul tins fees evon if 
LAIAO as a subsidiary corporation vcro.dlssolvod or If for ooae other 
reason tho principal contracts botweon LAI AG and Saudi Arabia woro os- 
dgned by LAI AO to Lockheod Aircraft Corporation or another Lockheed 
entity. 


’ , : Roger Vllllcms 


Enel, 


OIilrlbuHon :E JHav^on id3p:?-20-65 

. J# H, Keen lS 
■ . 0, D, Sfone/Corloc 



E. J. HAUSMAtl 


59-120 0 - 76 - 64 



LOCKHEED AIRCRAFT INTERNATIONAL A.G. 

T, MU* COMNAVtM, 1*01 OlhtVA ' * 

•wifjrcncANO 

September 10, 1965 


ALNASR Trading & Industrial Corporation Ref* 51*50 

P.O. Box 6 

Riyadh, Saudi Arabia ’ 

1 , 

Attention Mr. A.M. Khashoggi 

Chairman and Managing Director 


Oentleraem 

We have previously forwarded to your office for execution the 
proposed Novation Agreement whereby Lockheed Aircraft Inter¬ 
national A.G. assumes all of the obligations of Lockheed Air* 
eraft Corporation in connection with ALNASR Trading and In¬ 
dustrial Corporation's Consultant Agreements with Lockheed 
Aircraft Corporation. 

As you know this action is necessary since it Is Lockheed Air¬ 
craft International A.O. that has sold equipment and services 
to the Kingdom of Saudi Arabia and therefore only Lockheed Air¬ 
craft International A.O. receives payment from the Kingdom of 
Saudi Arabia. In fact Lockheed Aircraft International A.O. has 
already made Init ial payments to AI1IASK i n anticipation of 
your executing the Novation Agreement, it is my understanding 
that you will have your representative Mr. Boissier deliver the 
signed Novation Agreement to me after he sees Nr. Khashoggi in 
Paris next week, so that there will bo no complication in con¬ 
nection with future payments to ALNASR. 

Of course, in the unlikely event that Lockheed Aircraft Inter¬ 
national A.O. should at some later date assign any; of Its 
Interests in its contracts with the Kingdom to sono other 
Lockheed entity, Lockheed Aircraft International A.O. would 
either continue to make rcqulrcdpaymcnts to ALNASR under said 
Consultant Agreements or in the alternative such obligation 
would bo assumed by Lockheed Aircraft Corporation, or an ap¬ 
propriate subsidiary or affiliate of Lockheed Aircraft Corpo¬ 
ration. 


Very truly yours, 

LOCKHEED AIRCRAFT INTERNATIONAL A.n 
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LOCKHEED Ai&C&tf? H3YEBHATI0KAL A. 6. 


> ftUC UC COriMAVIN 
CINCVA. 5V.tTiCr(LAMU 


(.» #ll< A»*0«JtM MH,. 

* •«»*• itMir 

14, Cl.i/Mwt, u. ft. A. 
C*MC< lOfr.INf lYt*. LA 10 

ISTRIBUTIOXj CEE 1CM0-66 

. J. Cleland 
. S. Illlburny 
. F* Morrow* 

, D. Stone/Corlac 
ogor VI lUoms/LAI 
. H. Wilkerson 
«' h C7 Ot*ca/LAIAC-Concv« 


CAMII LOCKAO Yv/Xt 6 LM.VL /.//» 
TUOmAMC. Clflt.VA Si-AU.ftO 

JSStXE* nr, Charles Jackman will Hand curry 
' " this letter and will obtain agent’s 

• signature. Jackman Is to obtain 

October 7, 1566 agent's copy of letter dated 

Soptenbor 2, 1966, which was signed 
by Jackman on behalf of "Loekhecd- 
Ceorgia Company". 


AJ.’USn Trading X Industrial Corporation 
: t/o Girard noisrlcr • - 

* 2 Place du Port 
Geneve* £vltcorland 

Gentlemens ' - *• r , . • • 

Thla will conflra our mutual understanding and agreement, as hereinafter act 
. forth* regarding that certain Consultant Agreement Identified as l.*34-205, 
dated October 27, 19C6, which uao supplemented by side latter agreements 
identified as K64-206, -dated October 27, 1564, and M64-209, bearing no data 
(all hereinafter referred to as the "Agreements") *• For convenience, you 
. will be referred to as "Consultant" and va will bo referred to as "LAIAC". 


!• Ko withstanding tha provisions of tha Agreements, compensation becoming 
duo and payable to Consultant in connection with the Airplane sold to the 
Kingdom of ‘Saudi Arabia under Change Order tfo, 5 to Contract h'o* LAIAC 1*01 
•* shall bo reduced by Fifty Thousand Dollars ($50,000.00)* 


2* In roirsburseaent of tho reduction of $53,063.00 under 1* above, Lockheed 
, shall pay to Consultant a total of Fifty Thousand pollers ($50,000.03) 
additional compensation in connection with future odes of Ilarculca Spare 
Fart* and Ground Support Equipment to t ha King dom of Saudi Arabia; provided, 
however, that said additional compensation shall be paid by Lockheed la such 
Increments and at such times as Lockheed and Consultant altcll mutually 
dotonainc. 


V the foregoing covrcctly ccts forth our mutual understanding in tha premises, 
kindly co indicate by signing in the apace provided below and by returning to 
M3 two copies of this letter* 


i 


•Tho foregoing correctly cots 
farih cur (..utunl understanding 
end Agreement in the promises, 
bated a: * 
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Very truly ycuro, 


♦LOCKHEED AI7.0UFT IhTrSNATZChWL A. C. 



C* J., Kausran 
•A t f.n r nov» * n- r*/» »• 
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1 •€ K N I I ft . 0 < • ft 6 « A eOUMHt 
« .ivtti.* «r *i#ca*rF 

interdepartmental communication 
w T* F. Morrou 

■ y ■ 


a 


tin, 93*01 iohi 32 mii torch 33* 1C57 


non C. M. Jcchcism . *«**. 09*03 zomi «xt. 

suutcTi mci:h itcrontoTic:i c:; tot 33 akd lot 31 c~i30 aidplasss 

POX SAUDI AT.ADIAN PROPOSAL* 

Hof t J. fl. Uilhorson^ notes dur ing tel scon vlth C. M* Jacteen 
January 1967. 



* » . •- 

HOT 30 


tOT 31 

1* 

Haste Price Per 

EH/6S00i'I Spec# 

$ 2,375,006 

$ 

2,425,000 ' 

2. 

Saudi Peculiar 

Changes 

. , 20,000 


20,000 


Wot to Celao (par 

Saudi Spec. Alrpldno) 

$ 2,305,000 

*$ 

2*445,000 

3. 

7 t Cornission (to 

Nearest $103.) 

• 

180,300 


- * 

184,000 Q#~ 


Sub total 

$ 2*575*300 

$ 

2,623,000 

4. 

Agent's Override 

41,000 


41,000 -f- 



$ 2,610/300 


t 


Proposal Pr5.ce 
to Use 

$ 2,017,000 

$ 

2,670,000 


CJJsUp 

cct D. t v, Co'lcvbsrg 
J. U. t.'ilUcruon 


...; 
Q. IU/JacXzXt xi. 
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'tOCKHSED AincnA?7 UStJ-HiJATlOIlAL A.G. 


PESS0?IAL 


*. «U« COAMAVtl*. 1*01 OfNtVA 

itwrimANO 

% September 1957 


Mr. E.J. Hausman, Reft IfOtf-TW}! 

Director cf Contracts, 

Lockheed Georgia Company* 

85 South Cobb Avonue, 

MARIETTA, Georgia 3<X>5l. , . 


Subject* Payment of Commissions to Alnaar Trading ft Invest- 

Ll .ment Corp. 


in 

w 

> 

. 

o 

Ps 
l ft 

Is 

Q 


, / 

Dear Ed, 

Thia re far a to. your letter of 31 July 1957. On 23 August, 
I had occaaicn to have a meeting with Adnan Khashcggl on 
. natters unrelated to the aubjeot of' thia letter, however, 
closing the day'a business out both Mr. Khaahoggi and hla 
Geneva nan enquired about the holdbiok of $50.550.17 which 
are the financial chargos on the fifth sirerait. 1 


X parried him aa you suggested by .stating that there la an 
unresolved and outstanding item pertaining to financial chargee 

that still must be resolved and tna: ’is" tr.4 diAWl icFthe". 

holdback. Khaaheggl was understanding enough however he did '* 
offer a suggestion which may have some merit. 


He Indicated that to get this matter off dead centre, why did 
not IAIAO prepare invoices in the amount cf $50,550.17, submit 
thenr through channels to the Saudi Arabian Government and teejc 
payment from the Government for this ameuno. Xha 3 hoggi felt 
the Oovernnent would be receptive to this and he, Khaahsygl, 
would push it through. * In thia particular case, he has a 
great interest in pushing it through.since the money will 
really wind up in hlggcM:ket()£f fif* 


As I understand it, the financial charges were actually deducted 
fren LAIAG's account ar.d in essence went tc ua. LAIAO could 
ls3ue such invoices and fellow the ocurse which Khashoggi 

els. One thing which concerns me somewhat ia that when 
? r \M* ,X0 does issu ® its invoice, it may bo argued then that LAIAG 

%• \'.ls tacitly admitting this item of financial charges was for 
^ Jit* a ' lco ’“ lnfc £ nd therefore why should the Saudi Arabian Govern- 
,|acnt P a l* this amount when there apparently is nothing in 
. ,'.vrltiner specifically covering it. 

« >* r » 14. 
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Mr. E.J. Hausrr.an 


4 September 1957 




I do not know where the resolution of this particular problem 
stands, however, Khachogsi's idea is not a bad cnc and we could 
come to seme tacit arrangement with him that if wo submit the 
invoice as he suggests, there will be no payment to him until 
such time as the invoices are paid. 

Please bo advised wa will do nothin* further until we hear 
f rom you whi ch ws r.oce wi ll be 3ocn. 

Regards, 

I 

j L / — 

• ^ A;0. Otsea 



c.c. 


P.J. Case 
R. Williams 
L.T. Barrow 
A.W. Shaman 


Distribution^. J. Hausmon:dap:9-8-67 

D. T. Crockett, Jr. 

W. S. Hilburn^^ 

G. W. Thompson 
P. Walter/J.P.Gilbert 
J. H. V/ilkerson 
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/ ^,,f.«uieu e o m f >. m v 
^CfAHTMCNTAl COMMUNICATION 


twit C. E. Eaton 
*—• TRIAD FINANCIAL ESTABLISHMENT 



f\' 


APPROVALS t 


C* de Bedts 
C« M* Jackman 
A*.Jo Jansen 
Jo R« Wilkerson 


/ 

/ 



M vi October 24, 


§ m , 69-21 xoni24 uct.3826 


AT. CROCKETT 

OCT 25 1967 


A 


Attached for your review,/approval and/or comments is draft 
Consultant Agreement for^subject party togother with three 
(3) side letters o^Con^^t of documents is as follows t 

1* Provid^Koshoggi,) through his corporation, 

TRIAD, the^s&me. compensation he would have 
received undor^tthe ALNASR agreements had 
the last Saudi salo (made pursuant to GLX-160 
between LAC and Saudi) been between LA I AG 
and Saudi* 


2* Provide TRIAD \»ith coverage on*future sales 
made In Saudi Arabia by LAC* 


3* TRIAD documents follow same pattern as ALNASR 1 
documents to preclude necessity of extended 
negotiations and to satisfy tCoshoggi's personal 
need for several documents in lieu of one, 
however* Paragraphs 2 through S of the Consultant 
Agreement are Lockheed stondard language and 
differ in several respects from the ALNASR 
agreement. 


A copy of these documents and ‘this memorandum is being 
forwarded to Corine for their review and approval* Legal 
has reviewed and approved these documents* 


CERspnc 

n "t* 


rfVrtr.be tt« 



/?7*rC' 

Knton 


0, T. CROCKETT 


1947 


73 



1012 


CONSULTANT AGREEMENT 


THIS AGREEMENT is entered into as of the 1st day of 
September, 1967, by and between LOCKHEED AIRCRAFT CORPORATION, 

A California corporation, acting on behalf of its division called 
the Lockhecd-Georgia Company, with an office and place of 
business at Marietta, Georgia, U.S.A., (hereinafter called 
"Lockheed") and TRIAD FINANCIAL ESTABLISHMENT, a Lichtenstein 
corporation, with a mailing address of 2 Place du Port, 

Geneva, Switzerland (hereinafter called "Consultant"). The 
parties hereto agree as follows« 

1. (a) In consideration of services, consisting of liaison 

assistance and counsel, furnished by Consultant to Lockheed with 
respect to direct sale by Lockheed to customers with their . 
principal office and place of business In Saudi Arabia of such 
products and services herein described, Lockheed shall pay to 
Consultant compensation in accordance with the following ratess 

Product Percentage of 

Selling Price 


New Model C-130 Military 


Airplanes 

2% 

New Commercial Hercules 


Airplanes 

2 % 

New Commercial Hercules and 


Military C-130 Spare 


Parts and Ground 

• • *' 

Support Equipment 

2 X 

New Model 1329 JetStar 


Airplanes 

2 X 

New JetStar Spare Parts and 


Ground Support 


Equipment 

2 % 
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The above rales of compensation shall be based on the fly-m/ny 
factory selling price of Airplanes and on the selling price of 
spare parts and ground support equipment in support of Air¬ 
planes, but excluding from such prices the following: 

• (i) The effect of price escalation; 

(ii) The sales price (of if no sales price, 
the fair market value) of customer 
furnished equipment incorporated 
therein either as described in the 
contract specification or as other¬ 
wise identified| ^ 

(iii) Any refunds made of said price; and 

(iv) Shipping Charges* 

(b) The foregoing amounts shall constitute full and 
complete payment of all sums payable by Lockheed to Consultant 
in connection with said sales. 

* 2* Payment hereunder shall be made upon completion of 
delivery of such Product except that if final payment of the 
sales price is to be made after completion of delivery and 
Lockheed does not have assurances satisfactory to it that final 
payment will be received Lockheed shall determine prior to the 
time of completion of delivery the manner in which,,and any 
reduction in the amount which, Consultant shall be paid and 
shall notify Consultantjthereof. Such manner and reduction in 
amount of payment by Lockheed to Consultant shall bear a reason¬ 
able relationship to receipt of payment by Lockheed. Such pay¬ 
ment shall be directed to Consultant at the address set forth 
above or at such other address as Consultant specifies in 
writing. 

3. All sums of money mentioned herein refer to lawful 
money of the United States of America, and all payments pursuant 
to this Agreement shall be made in such money* 

I* ‘ 
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A. Consultant shall act as an Independent contractor In 
performing services hereunder and shall neither be, nor 
represent itself to L,e, an agent or an employee of Lockheed. 
Consultant may neither accept, approve nor execute any order 
or contract or other agreement on behalf of, or in the name of, 
Lockheed. 

5. Consultant shall assume and discharge for its own 
account all costs and expenses incurred in connection with its 
activities pursuant to this Agreement. 

6. Neither all nor part of this Agreement, nor monies due 
or becoming due to Consultant hereunder, may be assigned or 
transferred by Consultant without the prior written consent of 
Lockheed. “ 

7. This written instrument constitutes the entire agree¬ 
ment between the parties and may not be varied, amended or 
supplemented except by written instrument executed by both 
parties concurrently with or after the execution of this 
Agreement. The laws of the State of Georgia ,in the United 
States of America.shall govern the interpretation and 
construction of this Agreement. 

8. The term of this Agreement shall commence Us of 
September 1, 1967, and shall continue for a period of 

__ : _ thereafter unless this Agreement 

is extended by mutual agreement or terminated before then by 

either party upon _days' notice to the other 

party, given either by registered mail, cable or radiogram 
directed to the appropriate address set forth above or to such 
other address as may have been specified in writing. The 
termination of this Agreement shall not relieve Lockheed of its 
obligation to pay to Consultant sums pursuant to this Agreement 
if the contract of sale described in Paragraph 1 above is 
accepted and approved by Lockheed prior to such termination. 
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DRAFT 

LOCKHEED AIRCRAFT CORPORATION (BURDAMCJ LETTERHEAD 
September 1, 1967 




Triad Financial Establishment 
2 Place du Port 
Geneva, Switzerland 

Gentlemen: _ 

In connection with your Consultant Agreement #_, 

dated September 1, 1967, this will confirm our mutual under¬ 
standing and agreement, supplementing the provisions 
of said Consultant Agreement. For convenience you will 
be referred t: as "Consultant” and we will be referred to as 
"Lockheed." 

1* Supplementing the provisions of Consultant Agreement 
. Lockheed agrees that in the event of a direct 
sale by Lock hi ed to the Royal Saudi Air Force of new Lockheed 
Model C-130 Military Airplanes, spare parts and ground support 
equipment, Ltc-hheed shall pay to Consultant additional 
compensation accordance with the following rates: 


Product 

Percentage of 


Sales Price 

New Model. C-130 Military 

i 

Airplanes 

5% 

New C-11X’ Military Spare 
Par~s and Ground 


Suprport Equipment 

137. 


2* It Lrs hereby agreed that the sales price to be used 
in computing the compensation payable Consultant by Lockheed 
with respect to the four (A) New Model C-130 Military Airplane 
sold by Lock'r teed to the Royal Saudi Air Force, pursuant to the 
provisions c: Contract GLX-160, dated September 11, 1967, is 
$2,670,000.0:.. 
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IN WITNESS WHEREOF, the parties hereto have executed this 
Agreement as of the day and year first above written. 

LOCKHEED AIRCRAFT CORPORATION 
• . By_ 


TRIAD FINANCIAL ESTABLISHMENT 
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• DRAFT-2 


The above additional compensation will be paid in accordance 
with the terms and conditions described and set forth in 
Consultant Agreement # _, dated September 1, 1967, 

If the foregoing correctly sets forth our mutual under¬ 
standing and agreement in the premises, will you please so 
indicate by signing in the space provided below. 

Very truly yours, 

LOCKHEED AIRCRAFT CORPORATION 




THE FOREGOING CORRECTLY SETS FORTH 
OUR MUTUAL UNDERSTANDING AND 
AGREEMENT IN THE PREMISES: 

TRIAD FINANCIAL ESTABLISHMENT 

BY 
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DRAFT 

LOCKHEED AIRCRAFT CORPORATION (BURBANK) LETTERHEAD 



September I, 1967 


Triad Financial Establishment 
2 Place du Port 
Geneva) Switzerland 

Gentlemen: 

In connection with your Consultant Agreement $_ 

and Letter Agreement Q (!) , dated September 1, 1967, 

this will confirm our mutual understanding and agreement which 
supplements the provisions of said Consultant and Letter 
Agreements. For convenience you will be referred to as 
"Consultant” and we will be referred to as "Lockheed.” 

In the event of a direct sale by Lockheed to the 
Royal Saudi Air Force of new Lockheed Model C-130 
Military Airplanes as specifically described in 
Lockheed's proposed Contract GLX-160, to the 
Ministry of Defense and Aviation of the Kingdom 
of Saudi Arabia, Lockheed agrees to pay to 
Consultant upon completion of delivery and pay¬ 
ment in full for each such Airplane, a special 
fee in the amount of FORTY-ONE THOUSAND DOLLARS 
($41,000.00) for each such airplane for which • 

Lockheed is paid the full contract price of 
TWO MILLION SIX HUNDRED SEVENTY THOUSAND 
DOLLARS ($2,670,000.00). 

If the foregoing correctly sets forth our mutual under¬ 
standing and agreement in the premises, will you please so 
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DRAFT-2 

indicate by signing in the space provided below. 

Very truly yours, 

LOCKHEED AIRCRAFT CORPORATION 

B y___:___ 


THE FOREGOING CORRECTLY SETS FORTH 
OUR MUTUAL UNDERSTANDING AND AGREE¬ 
MENT IN THE PREMISES: 

TRIAD FINANCIAL ESTABLISHMENT 
« . 1 ; 

B y _ 

81 



1020 


«&■ 


DRAFT 

LOCKHEED AIRCRAFT CORPORATION (BURBANK) LETTER HEAD 

September 1, 1967 


TRIAD Financial Establishment 
2 Place due Port 
Geneva, Switzerland 

Gentlemen! 

In connection with your Consultant Agreement #_ 

dated September 1, 1967, this will confirm our mutual under¬ 
standing and agreement," supplementing the provisions of said 
Consultant Agreement. For convenience, you will be referred 
to as "Consultant" and we will be referred to as "Lockheed." 


1. Supplementing the provisions of Consultant Agreement 
f Lockheed agrees that in the event of the sale 

by Lockheed of New Lockheed Commercial Hercules Airplanes and 
New Commercial Hercules spare parts and ground support 
equipment, Lockheed shall pay to Consultant additional compen¬ 
sation in accordance with the following rates: 

Product Percentage of 

Sales Price 

New Commercial Hercules 

,Airplanes 5% 

New Commercial Hercules 
Spare Parts and Ground 
Support Equipment 6% 


The above additional compensation will be paid in accordance 
with the terms and conditions described and set forth in 
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Consultant Agreement #_, dated September 1, 1967 . 

If the foregoing correctly sets forth our mutual under¬ 
standing and agreement in the premises, will you please so 
indicate by signing in the space provided below. 

Very‘truly yours, 

LOCKHEED AIRCRAFT CORPORATION 

By_*_ 

The foregoing correctly sets 
forth our mutual understanding 
and agreement in the premises. 

TRIAD FINANCIAL ESTABLISHMENT 

By_ : _ 
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INTERDEPARTMENTAL COMMUNICATION 
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c v" Ltu \^ v 

0. T. Cfockelt, Jr. fC7 -? .few. <<. C 


WT'iC '• 




««£& %Yv W * 93 ' 01 J0Mt 32 0ATi ]6 Moy 1968 

3 WAy 20 S? co^)3 . ' 


iLV 


~ 12 

no* T. J. Clelond oi?n 62**0l^Hf^508 ut. 3111 

; j a.u^ 

suwta: LAS/LAIAG/GELAC MEETING OF 30 APRIL 1968 


The subject meeting was held at Gelac to discuss support programs and policies for~ 
Saudi Arabia and Zambia. A rather large group attended the introductory session, 
held in Conference Room "D" during the morning, and after lunch, the following 
personnel attended a meeting in which specific agreements were reached con¬ 
cerning the roles of LAS, LAI AG, and Gelac in supporting the customers noted 
obove. 


Attendees: Tom Cleland 

Max Helzel (LAS) 
Bill Hilburn 
Guy Mastin 


Pritch Pritchett (LAS) 
Sam Saliba 
Bob Toms (LAI) 

Jim Wilkerson 


Specific agreements were reached on (1) how the four-airplane spares pockage will 
be sold to Saudi Arabia, (2) how replenishment spares will be procured for Saudi 
Arabia, and (3) respective responsibilities of Gelac and LAS for payment of agent’s 
. commission. # 


The four-airplane spares package has been priced as though the spares will be sold 
directly from Gelac to Saudi Arabia. The total price* is 8.5 million dollars and 
includes 15% for K. It was agreed in the meeting that the total package, as 
8 finally negotiated with the customer, will be sold from Geioc through LAJAG ot 
no increase in price; however, we agreed to pay LAIAG in the form of a credit 
memorandum 4-1/2% of the package price to cover their handling cost. ' 

. * Future replenishment orders will be hondlcd by LAIAG with Saudi Arabia in accor¬ 

dance with their present contractual.arrangements but on non-proprietary items 
(vendor items), LAIAG will give Geioc right of first*refusal prior to ordering such 
items directly from vendors. If Gclcc has the required items in stock or on order 
• for inventory, we will accept the order from LAIAG ar.d will deliver the scares ot - 
our Saudi Arabian export price through LAIAG. LAIAG would not mark up such 
items to Saudi Arobio but would receive a 5% credit memorandum from Gelac to 
cover their handling cost. 

| In discussing Lockheed's latest "commitment" to our agent. It was agreed that 
^ fj Gelac will increase the price of proprietory items in the four-airplane spares 
•y package by a minimum of $150,000 and that any liability Lockheed has in 

Y * • • « **- •/ a ' V. . .w / .• ,, . 


84 



1023 


,C, T. J. Clolan-J to D. I . Crockett, Jr., dtd 16 Moy 1968 
Subject: LAS/LAI AG/Gclac Meeting of 30 April 1968 


( excess of this amount, after negotiations with the agent for o one-time package settlement, 
will be paid by LAS. 

Since the meeting, we increased the price of proprietary items by 10% and were only able 
to pick up slightly over $100,000, rather then tho minimum of $150,000 we were looking 
for. In addition, those items that were repriced ''stuck out like a sore thumb" after the 
10% was added and put us in a very vulnerable position by inviting the customer to reduce 
his requirements for such items. It was then decided that the total pcckcge of 5438 line 
items would be escalated by 3.8% in order to pick up just under $300,000. The value of 
the spores package now equals $8,771,998.27. Max Helzel and our Finance people have 
been advised of this latest approach which seems to be much better than the original re¬ 
pricing we attempted on proprietary items. 

in addition to the obove specific agreements, we discussed, at quite some length, the 
7ombio Program. Max Helzel agreed that when LAS negotiates a new contract with ZAC 
that they will attempt to incorporate into this contract a Lockheed Spare Parts Price List 
which will constitute the price of spares when bought from Lockheed regardless of whether 
they are bought from LAI AG or directly from Gelac. In other words, what we told Max 
we wonted was o standard Lockheed price for oil export customers other than Saudi Arabia. 
In the case of 7ambia replenishment spares, we would expect to hove the same right of 
refusal for non-proprietory items; however, sve would not issue credit memoranda for any 
Zambia spares orders pieced by LAIAG with Gelac. 

In summary, we feel that the meeting was most objective and productive. We think that 
the above agreements are in the mutual interest of LAS, LAIAG, and Gelac and represent 
a sound corporate position for the countries involved. Plans ore to meet with Max Helzel, 
Horley Snyder and appropriate personnel from Saudi Arabia in Geneva during week of 20 
May for preliminary discussions and agreements before proceeding to Jeddah to negotiote 
the finol four-airplane spares package. 


* TJCtmlb 

ect All Attendees 

M, F. Brown, Jr, 
W. J. Hall 
A. H. Lorch 
T. R. May 
J, H, McNcbb 
R. D. Roche 
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ce;:h)>: :>m at. 

YO: Pile 

PR0>»: A. II. Kaplan 


locprrr.n a jr.cn a it sr.r.vxcK coipahy 

XiUci (U* pa rincut n ? Co:-, im ii lea {. inn 


jfauk 0A((jj 


mivni:;:T_TAjr. 

Date: 15 August 1968 


The following is the narrative of n conversation between the undersigned, Abo 

Schultcveer and Harley Snyder on 15 August 1963 on Harley's trip to Saudi 

Arabic and the neeting with It is set forth here as it was 

rclcled by Harley. *; 

1, is completely disohehanted with Adnon Khochoggi. Ho indic utvO - 

that he never received the $159,000 that wan agreed to between Max, Adnon 
end during their Paric meeting Ir.st year* He further indicated a 

dislike of Adn3n and said while he likes Adil he is unwilling to deal 
with him because of bis distrust of Adnsn. 

Z» At the moment all IAIAG progroir.3 are in the "deep freeze". 

3. The GCA program has been committed to the U, K, and it is unlikely if 
. ct all possible that it can be changed. The reason for 2, and 3. is 
1. above, 

A, showed Harley his statements on total payments made to IAXAG. 

Ho said he cannot understand why Adrian says that he (Adnan) has not 
received any coney in view of these payments. statement to 

Harley vac that he feels Adnen is lying to him. 

5. indicated that ho was told by Adnan that Adnan is only getting 
27, commission. 

6. With regard to the proposed meeting between Holzel, Hood and 

ic interested in it but it is extremely difficult for hia to* 
get out of the country. He received an invitation from an English 
firn to visit the Air Show and the King turned it down, 11a then 
received an invitation to visit the Air Chow from the English govern¬ 
ment and this invitation is now on the King'c desk for approval. In 
any event, it does not appear that he will be able to get out of the 
country prior to the Air Show, if at all. He is very willing to meet 
anybody at cny tJkna in Saudi Arabia. 

7. Harley met with Adil Khoshoggl and discussed the results of Adil*s 

meeting will (which was prior to Harley's meeting with 

in which all LUAC programs ware reviewed. Adil offered 17. 

coer.nir.cion* wants 2A which he wants on the execution of the 

contract or on the first draw ugninct the Letter of Credit. Snyder 
told Adil that no natter how it was worked out, end if it woe worked 
out, the money would como out of Tried.’a cgx.-j lesion. 


.d. t. ci?ocki:tt 
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6. Harlcy’o feeling ic that the CCA, ActStor, Program X end the helicopter 
program can only bo L.ovcd If the money problem ic otraightened out. 

9. Harley indicated that the relationship between Lockheed and is 

very good. It is Just the relationship between end IChinhoggi 

that* ic enuring the trouble. 

10. With regard to the spares program, showed Harley a rooponoe to 

Max's leLter which was written by the Director of Jlsterial. Although 
he did not let lbi*ley read the letter he indicated that he < » 

yes returning the letter to tone it down. Harley then met v?ith the 
Director of Material who indicated that he thought the overhead charges 
were too high, bo did not understand why there was profit on the 
overhead nor why there was profit on insurance, transportation, etc. 
Harley explained to him why there should be profit on the overhead 

but indicated we would look into the profit on insurance, transporta¬ 
tion, etc. 

11. Harley then net with the Director of Operations on the JetStar effort. 
The feeling is that they did not like the price reduction approach 
nor did they approve of the way it was presented. They also did not 
like Via f 'C': that the King of their country vaa getting a lesser 
interior nar did they like the reduction in the logistics services 
and AGE and spares prices. They apparently arc still looking for a 
price reduction in the aircraft although Harley had no indication of 
vhat this amount was. They also Indicated they would from now on v?ant 
straightforward presentations with no girxnickery. Harley indicated 
that the Director of Operations would like he (llarlcy) to accompany 
Crewe on any future presentations. Also, on the JetStar Program they 
indicated to Harley that the French proposal for three years on 
technical services was one-fifth less than the Lockheed proposal. 

Harley Indicated he has been informed from a good source that there is 
a good possibility that IChashoggl is also the agent for the French 
company on this proposal end that Georgia should cortaiuly look into 
this. 


12. Harley sew all of the officers on 
was that they had no complaints on 
was going very well. 


AHK taMm 

CCS L, Conetnblc/R. Williams 
T. CJclf.ud/S. Sulibn 
D. Crockett 
H, Kgnn 
1*. ILil;:ol 

C. Otne.'i/n, Kuyder 
C. K, Price 
I(. Hoc In* 

I), 0. Wood 


; staff and the indication 
the C-130 operation and that it 



Alan H. Kaplan 
Attorney 
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T»|v £i\ t % *i feet If.'G FOURTH AND SNYtrt’ 


ADDRESSED ITSELF TO DELICATE ADD STICKY ISSUES^ f~±2L AND IT IS 


CU1TE APPARENT THAT PAST* AND CURRENT PERFORMANCE IN KEEPING 


HAPPY REMAINS EFFECTIVE, Siff* REMEMBERING THAT 


IS CNF OF THE KEY PEOPLE VE MUST SATISFY VITM NOT ONLY VHAT VT TO # 

</ 


// 


223 CUT ALSO WITH HCN* V£ DO IT AND n 


WHO 


VE SEND TO DO IT 


fci LISTENING TO HIS ADVICE 

A& 


PROMPTS MY SAYING THAT CUR CURRENT CS/TTS-. CONCERN' ABOUT DELAYS IN 


FINAL CONTRACTING OP CF 5 T*• IN PENDING CUPELS OOFS NOT APPEAR CLF.APLY 

(3 *o*J&-jL - 0/) 


AS DEFAULTING BY . 


<JtuL tt/G- 

D^'^T CN TKF ONE HAND CR tWA* ON 


THE OTHER 


4T IS REASONABLY CLEAR Td ME HCVEVER THAT VE MEED TO LO.OK AT A . 


BETTER ■*''? V ETI*'G VAY TO TAKE A*“VANTAGE CE'0±N^ 


^ 11 


•»; _ 

i«. Vr-^r- «•:•) hi c cc"?viirs i;:.-u:r , :c-: c-'p/nitnics fc*«t i« 


so;;f instances in if us fcf cun purposes* «t: 

/ 




K-Ar 

.tc: f * w^;;* J\* -.-.r^YR ** 1 LOVETT AND HI CHEST 
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{ -cr AUIKAI'Y VCilKlVT. r-eLATK-SHlPS ;q"£EK 

CEHTMS’ C^EFvR PECPLEj£E±J THESE PEOPLE SEINC TT^St IKE 


THEMSELVES SINCLE CUT AS BE IMG THE M.CST EFFECTIVE AND DESIRED - 

^tlC. ^XUa/Lu 

FOR CTO USE If? ITS MARKETING ACTIVITIES IN £r£NYR -StM J 
OFTEN STATED PERSONAL REGARD FOR G±vmaR AND THOSE 

yia ' yko.. 

CERTAIN PEOPLE-E£^I AND HIS DESIRE THAT oW±lR SE GIVEN 

J i 


THAN 


EOUAL OPPORTUNITY TO WIN CONTRACTS^. 


EXAMPLES-.CK^i IN ADDITION TO HIS HAVING PERSONALLY KEPT POOR 


OPE*: TO HE RECENTLY REOPENED ANOTHER 


PROJECT 


HIS COMMITTEE VANTED TO AVARD TC AN OTHiTi COUNTRY -Wtt TO PERMIT 


3GTH INSTANCES OUR 


mV ' • ' • 

■r-iir^R to have an other chance grtri and in 

_• C(/vsi-$Jb~t 's' 

-tec^rr-vAs clearly fulfilling his pcllm sHi?- 

Z>[~ FEEL CV: DO DU31DESS THE ?'*-^VR NAY a»:d AT Sbtf£*TIME 


v/. j *;t AIN DIVISION RE SPURS 1 '’IL IT IDE Ff*» THEIR PRODUCT /Nt SERVICES 


Sf.LES # Sjr-D TM : * MACHINEDY TC PC THIS IS PARTLY IN PEING*^! f\’D 
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'THE PROFITS TO 3E REALIZED AND AT SAME TIME MAKE LESS ACCS'IZIMG THE 

\vJULCJU (\lArd CU 

OBTAINING Or FUTURE Z-=£itY/? BUSINESS WHICH IS NOT LIMITED SY 

GOOD MARGIN TO DEFENSE HARDWARE AND SERVICES, STS* 

* « ■ k I 

t* 

THE FOREGOING THOUGHTS.ARE JUST THAT AND NOT INTENDED AS AYE 


UTE F*2£^CR 


WHITE P£?Etf Cfl EVEN DIRTY CPE AM F- 




N PAPER END 


JACKMAN/P'RIS 
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iOCKHXtO.OCONClA COMPANY 
A l» VUC > »r t O coaroatiluH 

INTERDEPARTMENTAL COMMUNICATION 


V , Tf, Cordon 




M«. 6 9*50 MB , 1 „„ 25 November 1969 
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rs 
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J.,A; Davidson 

^ / • 

AUDI ARABIAN CQNTRACT 3 KEGULATICTI 



< 59-52 


11 


7766 


A decree by the Saudi Arabian Council of Ministers requires & ol&use in 
all contracts specifying that no agent baa boon paid to secure the oalo 
of the oquiprent in question. This decree further opecifico that if any 
agent fees have been paid, the price to the Kingdom must be reduced by a 
corresponding amount. 

It is ny understanding that LAS has accepted this ae a necessary port of 
tho risk in doing businoso in Saudi Arabia* They have signed, and are 
nor/ negotiating to sign, contracto with such a statement included, but 
rtfth full intention of paying our representative his usual fees* I have 
also boon told that LAI is in process of negotiating a contract which 
trill have the 3 ame clause, with tho intention of paying our representa¬ 
tive for his cervices and ignoring the subject clause. 

It is ny reco-rruendation that our initial contract submittal ba pattorned 
of tor GLX- 1 &) and not include ouch a clause. Our failure to include tho 
clause nay possibly go unchallenged, with proper ground work, end at 
worst oan bo nade to appear simply on oversight on our part. Should it 
beooae necessary during tho negotiations to include this clause, I 
reoeexaend we do so and adopt the same position es is now used by LAS 
and LAI* 


O 


Fomulation of a position on this natter is urgent, a 3 too much 
hesitation on our part, should the subject be raised during negotiations, 
could create a vory awkward situation. 


JADsop* 

cci D. T. Crockett, Jr. 
G. U. Kalciabor 
W. C. Kiclings 
R. D. Rocho 
C. IJ. Valentine 
Saudi - 5 

5 . 9.1 



J. A. Davidson 
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LOCKHEED PRIVATE DATA 


r*» 


v 

#*OM 

OUOiKCTi 


E. H. Constable / D. 0. Wood ox»f. 

I 


‘ : 

H. W. Paul / E« tt. Schattenbcrg 

o«*t. 

SELECTION OF ENTITY TO HANDLE 
TRANSACTION WITH ADNAN M. KHASUOCGI 


2 December 








At a meeting at LAI on 2 Deceaber 1969 between J. W. Clutter, A. B. Smith and 
the writers, consideration was given to the use of LAC and each of its subsi¬ 
diaries (first tier and second tier) as possible entities to use in connection 
with retaining Adnan Khashoggi as a marketing consultant. 


1969 


It is the recommendation of the writers (and was the general agreement of the 
group) that the most satisfactory arrangement possible, all factors considered, 
would be to use Lockheed Aircraft International, Inc. (LAI) as the appropriate 
entity. , .. t ’ 


• M echa nica l ly, LAI AG would enter into a vrritten contract with LAI calling im 
a dmin istrative a r.c marketin g services c o ~c "rTTTcer~i~c~by~ iXl co LATrG^h^c a ejec¬ 
ti on w ith Saud i Arab i a, ar.d LAI AG would pay I.AI amounts for such services 
determine d by a formula related to s ales of ce rt ain ty pes of procuc’cs~ to the 
' ^Saud,i_Arablar. Government, or in Saudi Arabia gener ally. The agreement would 

■ provide for a listing of products covered by it arid would not specify the 
precise nature of the administrative and marketing services required, leaving 
that for LAI to determine in its best judgment, subject to the agreement of 

■ LAI AG. • ; ‘ 


The second half of t he mech anic al arr angemen t would consist of an a greement 
between IJ-. I and TRIAD FINANCIAL ESTA'iLISrbZ'T , Vacua, Liechtenstein (Khashoggi) 
pursuan t to vhich LA. I wou 1q p urc ha se a variet y or“marketrng’TeVvice‘sr drTTRTAD 
arid wo uld pay TRIAS for t hese services in arc or canca~wi~tE”i: h c - s'am ei ermu 1 a as r 
used in the L AI AC /LAI ag r e cr.:c ht~S"JTc r i cccTIl h the preceding paragrapru TrTfs “ 
agreement might cal1"" for~~the"VcndTtTch"bV"TSI‘ABTYo”LAl~of“services Tocnticsl 
■ to those rendered by LAI to LAI AC, or might call for somewhat less extensive 
services, contemplating the rendering of additional services by LAI using its 
own facilities and people. Both agreements would presumably (by product list¬ 
ing) cover all contemplated Saudi Arabian sales not specifically reserved to 
LAC (examples of the latter being the sale of aircraft), but the breadth of 
product coverage would ultimately be up to the persons negotiating with 
Khashoggi. ' • 

The anticipated result of the foregoing arrangement would be that LAIAG would 
be able to deduct for book purposes (as cost of Saudi Arabian sales) the 
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0 n A N 0 U M 


(). Wood 


LOCfCJIcLiy PfiW'J 2 D Cccnl , c r 


' entire payment made by it to LAI,‘and that thi3 deduction would reduce the 

profit appearing on LAIAC looks from the Saudi Arabian contracts. It is 

anticipated that Arthur Young & Company, in auditing LAIAG’s books (the cer¬ 
tified audit required to be turned over to the Saudi Arabian Government) 

* would agree to this deduction. It is anticipated that the Swiss Government 

•• would agree to this deduction in full for tax purposes (but even if the 

deduction were disallowed in part, the result would be a corporate tax on • 

"riAlAG of only 157. on the disallowed amount). ' ' -■ ». , ; .* 

“ jTcis'anticipatcd'thafc the payments by LAIAG to LAI would constitute income 
to LAI, for book and U. S. tax purposes, and It is anticipated that this 
' Income would be offset for both purposes by equal deductions for the equal 
t payments to TRIAD. .... • ■ S 

- It is contemplate^ that the agreements.vould be drawn to be executed'before 
. the end of 1969, to be_ effective as or January 1, 1969, and that all Internal 
bookkeeping transactions by LAS, etc., would be brought into line with the 
‘agreements for calendar 1969 . (It is recommended that the agreements be 
-.executed before January 1, 1970, to avoid the contention by any tax authority 
. that the agreements were set-up retroactively to obtain a tax result which 
4r vas decided upon after the fact. It is questionable whether such an argument 
would be of much force but it would seem desirable to avoid giving grounds 
such an argument.) _ • : r : '• 



cc: J. W. Clutter 
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RELAY to MAX HELZEL (LAS ONT.) 


CESMIKG THE FIGHTER MATTER EYE HAVE THE FOLLOWING OBSERVATIONS 
RECOMMENDATIONS: 

TRIAD IS SATISFIED VITK THE MARKETING FEE THAT YOU HAVE 
GRAMM ED FOR TRIAD IfJ YOUR OFFER TO THE PRIME. HOWEVER, 

REGRET YOUR FAILURE TO COORDINATE THIS WITH U3 BEFORE THE 
I AS THE FAILURE TO PROVIDE PROPER COVERAGE FOR THE TWO 
'SULTANTS WILL RESULT IK THEIR CONSIDERABLE DI5AP0INTMENT, 

H POTENTIAL DAMAGE TO OVER-ALL LOCKHEED POSITION. 

> IT IS OUR RECOMMENDATION, VHICK HAS ALREADY BEEN EXPRESSED 
HARLEY THIS MORNING, THAT A TOTAL OF FOUR BE MADE AVAILABLE 
: CONSULTANTS WHICH FOUR WILL 3E ADDITIONAL TO WHAT YOU HAVE 
Z/m PROGRAMMED FOR TRIAD. PLEASE BEAR IN MIND THAT EXPECTATIONS 
'.E RAISED m U.s. MEETING AND YOU MUST ATTEMPT TO SATISFY 
1.4‘AS BEST YOU CAN FOR LOCKHEED’S SAKE. 

: EE- REGARDLESS OF YOUR DECISION ON OUR RECOMMENDATION ABOVE 
'.AiriTSELF WILL GIVE YOU FULL SUPPORT. WE WISH YOU SUCCESS 
YQU3 DISCUSSIONS WITH PRIME. 

JAR-95 

:AfT TRICORP BEYROUTH 


MAR 3 \m 



4531L 
US- 


98 



1037 


fht: crvrnACg s ATRVT-Mr-s 

Contract Price 
Gelac l.’et 
Balance 
Connission 

Balance after Comnlsoion 

Special Foe on fim 6 Aircraft Purchase 
Gelac contribution £563,868 

Triad contribution 36,132 

Total £600,000 


FIRi! CCJITRACT 2 AIRPLAYS. CF?IC!I 4 AIHPLAITES 


Contract Price, 2 Aircraft *70 

0 7,072,956 

Gelac Ket 

6,240,000 

Balance 

0 824,956 

Conuoission 

552.COO 

Balance 

0 272,956 

Paid to Triad for application to £1C0,0C0 
per aircraft special assesrent 

200.000 

Bal k ice to Triad for payment against £400,000 

0 72,956 

Contract Price, 4 Option Aircraft *71 

014,455,912 

Gelac Bet 

13.316,000 

Balance 

0 1,139,912 

Cocaission 

1,104,000 

Balance paid to Triad fer application 
to remainder of £400,000” 

0 35,912 

Total tor/ard £400,000: £ 72,936 

i 


• . • %>'•* # 

• - /. » , 

0103,853 



/, / 

021,373,0:33 
19^i f ^,o r :o 
* ^ 2,21Q,cv-.3 

1«65S»CCO 
. 0 363,068 

£ 600,000 


It is agreed that the above su m ary of disbursements 
supercedes all prior arrangements and represents the 
disbursement end compensation arran.^eize izc agreed to between 
Lockheed-Georgia Company and Tried ;•.£ c mtract GLX-194 is \ 
executed on one of the iibo**® v - 

•See Faris Agreement dated 
loci, 


Date: j fc-/Z /C/S >^' 


Date: 

i * 


e aoove premises. 

dated 21 January 1970 reference £400,000 / 
lockhocd-Goorgia Company by: 

M ° a t -' \ 
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A3 revested by llr. I3Jt\nho;;r;i, -here is cn accour.tir-s of cosai53ior.s prJ.fi 
Triad by lockkccfi relative to centre:'*: CLX-lSG rr*i GL1-2S between Lockheed- 
Gcor^ia Ccvi\;.r.y erf i the Vlrrloi of ec.Ji Arabia. 


Contract CT;m6o Ucrccr.cnts -153-23, 1:53-31, MSS-32, cad 05>-26?L) 


6AlCa i-A->c 

$l f C&>,:OCf.OO 
2 , 000 , 0 : 0 .GO 
Flat Rate 
Flat Tate 
Flat Sate 


—, ^ * r -■* -n.M 

$ 55,7:0 .CO 
105,000.00 
123,000.CO _ 
*1,0)3.01 
533,900 .vo . 


?)<*♦(» 

02-15*53 

11- 19-53 

12 - 05-B 
01-23-50 
03 -10-69 


£2L 


670.00 


32 - 31*59 


Pont;* ret (Ajrcesont CL$3-3?3L) 

Flat Rate 

t-alco of ciiviwXJ g~ 1> ’—vc been — It nadir ccrirretc ; r*/'. the rV.ve 

cor.ulrcioco relate o::ly to such, calc;, in ;trcore .nee vith the applierble 
ocrconentc. Ary questiona you :av ;::.vc career.: lav; co.uiasicna ca c: tc*- ctkar 
than airplane calcs cl.cull be direct :i to Lockheed Aircraft Ir.tcrnr.ciccJL, 

A. G. I select that you cone act :i*. CavIC. 3. Cavan, Lockheed Alrcrjf 
natioival, A. C., 1 rlr.ee loc^ejallc, Geneva, Glitterlcxfi. : \JL!i!//I' s iv 

H *0 v vS--, 

fej K l 
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I hope that the above provides the lnformtion requested. If 
assist you further, picase let go know. 


Yours very truly, . ■* 

IXXJKEESD-GEOnaiA COUPAHX. w 

J. p. Johnston 
Manager 

Finance Depcxtcent 


jrj/G5fJ:oe 

bcc; Frank Kurpby, 


Contracts* 

♦ 


/ 
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Goneva, Switzerland 
September 10* 1970 


Mr. Rax Helzcl 

Intomatlcnal Marketing Director 
-Lockheed Aircraft Service Conpany 

Ontario, California 

Dear Max: 

Reference Is rads to our discussions earlier this month concerning 

our request that Lockheed: 

0) provide a method by which Triad ray secure firm deposits 
• for anticipated fees to be earned under existing Lockheed 
contracts with the R.S.A.F.; 

(2) provide $400,000 of additional condensation to Triad 

under Its present contractswith Lockheed. Such condensa¬ 
tion Is requested cn the basis that Triad has incurred 
unforeseen additional direct costs and administrative 
overhead, all of v.hlch wore reouired In connection with 
Tr1ad f s performance under existing contracts, 

I will appreciate your early consideration of this request. 

Kindest regards. 


Very truly yours* 


Adnan M. Khashoggl 


AMK:el 
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. 21 October 1070 


GLD-394 


Triad Financial Establishment 
Vaduz, Liechtenstein 


Gentlemens 


•/ 



Subjects PRODUCTS AGREEMENT - LOCKHEED-GEOROIA 
COMPANY 

. <k 

(PA* tXTr;o V » 

1. In connection with Representation Agreement No. GLD-393 between 

us, dated T.» i* * , this will confirm our mutual understanding 

and agreement, supplementing the provisions of said* ^Representation Agreement. 

2. The new products with respect to the sale of which you shall be 
Compensated by the division of T-orkhoort Aircraft Pnrpnrpfion known 
Lockhced-Georgia Company (hereinafter called "Gelac ,, )» the rates of compen¬ 
sation and the conditions, in addition to those set forth in sald^epre’seiitatilm ^ 
Agreement, under which compensation shall be paid are set* forth horeinbelow. 

3. PRODUCTS 

(a) Current Production Models of Lockheed Aircraft • 

Corporation Military C-130 Hercules Aircraft; 

. (b) Current Production Models of Lockheed Aircraft 

Corporation Model 1329 JctSlar Aircraft. 


4. BASIC RATES OF COMPENSATION *' 

Subject to the conditions set forth herein and in^Rcpresentation 
Agreement No. GLD-393, Gclnc shall pay compensation under this Products 
Agreement only on products covered under Paragraph 3 above in accordance 
with the following basic rates: 
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Triad rinancial Establishment 


GLD-301 
Page 2 


(a) Cn sales of new current Production Model 1320 JetStar Air¬ 
craft compensation shall be two percent (2 T o) of the Contract sales price 
for such aircraft. 

(b) On the sale of two. (2) C-130 Military Aircraft to the Kingdom 
of Saudi Arabia under Contract No. GLN-194, compensation shall be the fixed 
amount of $370,000.00 for each of said two (2) aircraft sold thereunder. 

(c) On the sale of any additional new current Production Model 
C-130 Military Aircraft made subsequent to the sale under Contract No. GIX- 
194 referred to In Paragraph 4.(b) above, compensation shall be as follows: 

1 . On Direct Sales - Seven percent (7 %) of the Contract 

. . sales price for such aircraft plus 

4 * ; $41,000.00 per aircraft. 

On M.A.S. Sales - One percent (1 % ) of Contract ■ 

sales price for such aircraft. . 


5. . If the foregoing correctly sets forth our mutual understanding and 
agreement in the premises, will you please so indicate by signing in the space 
provided below and by returning to us both copies of tills Products Agreement. 


/ 


)fery truly yours, 

LOCKHEED AIRCRAFT CORPORATION 


By, 


The foregoing correctly sets 
forth our mutual understanding 
and agreement in the premises; 

Dated as of / /f'/vo 


TRIAD FINANCIAL ESTABLISHMENT 


By 



A'..// 
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November 19, 1970 

MEMO TO FILE 

Subject: TRIAD - SPECIAL ADJUSTMENT RE SALE OF TWO (2) C-130H 

AIRCRAFT TO SAUDI.ARABIA *. • , 

All of the early Products Agreements prepared by Morton MacLeod's law firm 
Included some language concerning sub|ect special adjustment of 5400,000.00 versus 
the $72,906.00 amount Gelac was to pay to Triad in connection with the sale of 
two (T) C-130HS to Saudi Arabia (to be delivered In December 1970). This subject 
was discussed at length with Roger Godwin when he visited Gelac in October for 
. face to face negotiations of our Representation Agreement and Products Agreement 
with Triad. It was obvious at that time that because this arrangement was made 
between Cowden and Khashoggl that only these two men could straighten out the 
- dilemma. As a result it was agreed that any reference to this special adjustment 

would be deleted from the Products Agreement at this time. 

• 

Consensus at Gelac is that we should pay the $72,956.00 special adjustment as a 
result of the sale of the two C-130HS but that because of no follow-on procurement 
the remainder of the $400,000.00 would not be paid by Gelac but should be assumed 
by LAI in accordance with agreements with Earl Constable. Charles Valentine 
discussed this subject with Cowden today and Bill agreed with us that the final 
Marketing Agreement and Products Agreement sans any reference to the 
$72,956.00/$400,000.00 special adjustment should be routed for approval and • 
executed as is without making an issue of the fact that we do not have an agreement 
on the special adjustment. Cowden also agreed this wilt still have to be worked out 
but should be done as a side arrangement at some future date and certainly before 
we pay the $72,956.00 to Triad. 


PLM:sh 

cc: G. E. Mastin 
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December 22, 1970 


MEMO TO FILE 

SUBJECT: RECAPITULATION OF PRICE/COMMISSION UNDER GLX-194 


The total contract price of GLX-194 was $7,072,956. This price included the following: 


Basic airplane price per aircraft 
Saudi peculiars per aircraft 
Deliver/ cost per aircraft 


$3,060,000 

52,000 

12,000 


Total price per aircraft $3,124,000 ... or a net to 

Gelac price for the two aircraft of $6,248,000 

The difference between the contract price of $7,072,956 ond the net-to-Gelac price of 
$6,248,000 , amounting to $824,956, was agreed to as follows: 


Boslc commission per aircraft 
Special one-time only commission 
per aircraft 

commission for two aircraft of 


$276,000 

100,000 . 
$755,000 


. for a total 


The net of $72,956 remaining out of the $824,956 was to be paid to Triad on the condition 
that such payment would discharge any future liability of the Lockheed-Georgia Compony 
with regard to the $400,000 special adjustment claimed by Triad In connection with a prior 
sale. In this regard, see IDC of W. W. Cowden toC. M. Valentine dated October 12, 

» 1970, subject: Triad - Meeting with Adnan Khashoggi. 

Total commission of $752,000 has now been paid, $150,000 by cable transfer to Triad on 
October 7, 1970, and $602,000 by check sent registered airmail on December 18, 1970. 

The balance of $72,956 will be paid when all concerned at Gelac are satisfied that we 
are either relieved of any further liability for the balance of the $400,000 ($327,044) or 
.that we ore never going to resolve the problem ond decide to go ohead and pay Triad anyway. 
In the lotter event, we should at least got Bill Cowden’s concurrence in such course of action. 


C. M. Valentine 

.<r , a * "f (?/&/ ?;_/> 
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Tit I AD FINANCIAL ESTA-nJIttllMiSNT 

Vaduz. * ui:r;mr.NSTi;iN 


Geneva, February 4, 1071 


LOCKHEED AIRCRAFT SERVICE COMPANY 
P. O. Box 33 

ONTARIO / California 917G4 



Attention Mr. M. II. Greene. *' 


Gentlemen, 


Pursuant to provisions of Marketing Agreement LAC-T-100, dated 
January 1, 1909, between Triad Financial Establishment and Lockheed Air¬ 
craft Corporation, by its division Lockheed Aircraft Service Company, khyd*? 
be advised that the undersigned duly authorized representative of Triad Fitvurf 
cial Establishment does hereby irrevocably instruct you to pay a portion of 
the payments to.becomc due and payable after February 1, 1971 under Product 
Agreement LAS-T-3 and LAS-T-4, of Marketing Agreement LAC-T-100, to 
Credit Suisse Bank, for deposit in account No. 394. 124 of "Lauvier Esta¬ 
blishment". That portion to be so paid is to be computed in'accordance 
with the attached schedule up to a maximum of U. S. $490. 959. 

Kindly inform said bank that the foregoing instruction has been 
received and confirmed and that payment will be made in accordance therewith. 

/ 

Very truly yours, 

TRIAD FINANCIAL ESTABLISHMENT 
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Schedule 1 


T1UAD / LOCKHEED ASSIGNMENT 


Percentages 


New C- 130 / JETSTAR (T-3) 
spares, special equipment 
and age 

Lihc new / surplus (T-3) 

C* 130/ JETSTAU spares 

Component overhaul (T-3) 

Eng. overhaul and inod. (T- 3) 

C-130 MTUS (T-4) 


2% of GELAC vendor invoices 
5% of other vendor invoice,.-: 

5% of vendor invoices 
5% of vendor invoices 
5°o of vendor invoices 
4. 05% of vendor invoices 
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TRIAD FINANCIAL EST ACL.ISIIMKNT 

Vaduz - j.ii:ciiTi*;NSTi-:i^r 


Geneva, February 4, 1971 


LOCKHEED AIRCRAFT SERVICE COMPANY 
P. O. Box 33 

ON T A UI O / California 91764 


' » 



Attention Mr. M. H. Greene. 


Gentlemen, 


Pursuant to provisions of Marketing Agreement LAC-T-100, 
dated January 1, 19G9, between Triad Financial Establishment and 
Lockheed Aircraft Corporation, by its division Lockheed Aircraft 
Service Company, kindly by advised that the undersigned duly authori¬ 
zed representative of Triad Financial Establishment docs hereby 
irrevocably instruct you to pay a portion of the payments to become 
due and payable after February 1, 1971 under Product Agreement 
LAS-T-4 of Marketing Agreement LAC-T-100 to Credit Suisse Bank, 
for deposit in account No. 394. 124 of "Lauvicr Establishment”. 
That portion to be so paid is to be U. S. S250. 000. - for the sale. Tliis 
dollar amount is based on a sales price of Li. S. $1. 537. 133. You will 
receive further instructions revising the fixed amount in the event that 
the final agreed upon sales price differs from that set forth abo\ c. 

Kindly inform said bank that the foregoing inslructiotf-hisirrss. 
been received and confirmed and that payment will be made in accor¬ 
dance therewith. 


Very truly yours, 

TRIAD FINANCIAL ESTABLISHMENT 
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MEMORANDUM TO FILE 


March 9/1971 


In a telephone conversation today v'ith Jock Dovlo’son in Geneva, he reported the 
following on his meeting with in Riyadh regarding tho possible 

purclicsc of additional C-l3Q’i by the R5AF. 

stoted that if the purchase went forward, then he wished to utilize 
an LMAG contract. Davidson advised that additional evaluction and 

discussions would bo necessary before ony decision could be made on that point. 
Subsequently. Davidson colled our agent, Khcshoggi, to Inquire if he knew why 
wanted to utilize an LAIAG contract. KhosKocgi stated that in o recent 
meeting between him, Max Helzel, D. G. Woods ond , arrangements 

hod been made or.d agreed to which would provide for '* shore of 

commissions earned by Triad being paid direct into a Liechtenstein corporation, 

Khashoggi stated that he is flexible on the type of contract we would wont - - 
Direct Contract Gelac with Saudi Government, or LAIAG Contract with Saudi 
Government. Under a direct Gelac/Sauo'i Government contract, Ao'nan soys he 
would be willing to enter a side agreement authorizing us to pay *s shore direct 


to the Liechtenstein corporation. 


f 


N. C. Ridings 


NCR:mo 



CC: * / W. W. Cowden 

Al.19.1 

A6.1.1 


■, 
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r. H b"c *. A " ■ service t^MPANT 

•nter departmental communication 

C. !•!. VALENTINE, GELAC o^r. 85 - 02 *<-oc. *ca*t oat. APRIL 7, 1971 


-mom M. H« GREENE, LAS o«*t.O- 105 •koo. 10 ^uantONT • K AT. 605 

ruajtCT: ' - ’ 


Attached is a copy of the set of letters which we created to use In 
facilitating the payment of certain of the commissions due TRIAD. As 
you can see, it is an assignment by TRIAD of monies due frbm Lockheed 
to them. However, in view of the circumstances, we actually developed 
the letters and carried out all the necessary third party discussions. 

It took approximately three weeks to fully conclude this arrangement. 
Therefore, many aspects of the wording are critical and if you have 
any questions regarding it,'I would appreciate very much your calling 
me. * *• • 

One critical point is that arrangements have been made providing that 
all correspondence to Lauvier Establishment, such as the attached letter 
identified in the upper right hand corner as LAU-2, will be signed only 
by me. It is imnorAt-ivp t-hafr thi* part, of the arrangement be adhered - 
to even if someone other than LAS is using this vehicle. 

We have created a separate set of these letters for each Product Agree¬ 
ment that has been issued under our Marketing Agreement and under which 
TRIAD is required to handle a portion of their commission in this manner. 

Charlie, I am sure that you understand completely the sensitivity of this 
thing and while we certainly have no objection whatsoever with other 
Lockheed companies using this particular vehicle, it must be stressed 
that it will be necessary for LAS to participate and actually handle at 
least part of the other company's arrangement. 


< ^^m/hTgreene 


MG:md 

attachments 
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*9 February 1971 * 


TRIAD FINANCIAL ESTABLISHMENT 
2, Place du Port 
1204 Geneva 


Gentlemen,. . 

He acknowledge receipt of your letter of February 4, 
1971 regarding payments under.Product Agreement LAS-T-2 
and hereby advise you that we will follow your Instruc¬ 
tions contained therein. 

* • 

Our acquiescence of your instructions is done as an 
accommodation and no change in legal relationship as 
created in Agreement LAC-T-100 is effected or intended 
hereby. 


Yours truly, 

LOCKHEED AIRCRAFT CORPORATION 
by its division 

LOCKHEED AIRCRAFT SERVICE COMPANY 


7 



M.H.* Greene 
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. ...,,, j- v-pr.rr' 

I. V. . • fj'l^.i.nl .» I vT*f, r . U.. i ll 

a *ir lw .»:i*o •*.»!:*. >rr 

or:•/.(.;(> ah.i * j\t . i •».*. <io. «;»*uii.V:ma oiv.i 

l*. o. U‘». J3 


10 February 1971 


CREOIT SUISSE 
2, Place Gel-Air 
1200 Geneva 
Switzerland 


Attention: Mr.O.Paschoud 


• i. . . , , 

Gentlemen, * ■ ■>’ ' 

He have received instructions dated 4 February, 1971 
from a company with which we have certain agreements. 



This letter is to advise you that Certain amounts to 
become due from us under Agreement LAS-T-2 will be 
paid into account No.394 ,124 of Lauvier Establishment 
in your bank. . . . / . ' .. , . 

• . ' • . / .... • . 

/ Very truly yours, 

. . V y/ . LOCKHEED AIRCRAFT CORPORATION. 

' by Its Division 

LOCKHEED AIRCRAFT SERVICE COMPANY 


f 



t 



M.H.Greene 
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LCCKH52D f.iSCnArT.SsRViCE - COCJPAHY 

A GlVitON or LOCHHfCO AMSAAFf CO^FOflATlO.** 

ONrAAIO INTCRNATIONAt. AlUPOKT . ONTARIO, CALIFORNIA »I 764 

W. o. DOX 33 


LAU-2 



..tauvier Establishment/ 
26 Hauptstrass'e 
Vaduz / Liechtenstein 


* Gentlemen, 


•• February 9, 

• * . v • 




i97i' 

V ) 



This Is to advise you that from date hereof through ■. 

15 February,‘1974 our company Is making an Irrevocable f / 
commitment to pay to your account those certain "amounts-/ •*' 
to become due from us under an Agreement called 
LAS-T-2. ... 5 • . / • . . v; 

The sums-to be paid to you will amount to 3.856X of all 
man month billings which are invoiced by Lockheed Aircraft 
International A.G., Geneva, Switzerland, under its contract 
LAIAG/1101, Amendment 10, against letter of credit esta¬ 
blished in Horgan Guaranty Trust Company, New York 
(L/C No.2037). Amounts to be paid over to your pursuant 
to the foregoing shall not exceed USS285.-328. 


We shall deposit the amounts in your account No. 394124 
in Credit Suisse, 2 Place Bel-Air, Geneva. 


Yours truly, 

LOCKHEED AIRCRAFT CORPORATION 
by its Division 

LOCKHEED AIRCRAFT SERVICE COMPANY 
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JRXAD FIXANCIAX. ESTABI-XSXIM1SXT 

^VADUZ - LIECHTENSTEIN 


. Geneva, February 4, 1971 

LOCKHEED AIRCRAFT SERVICE COMPANY ; 1 

P. O. Box 33 . . .. /; r; • * 

ONTARIO/ California 91764 

, ' -4 v * * . • • . ‘ 

Attention Mr. M. H.. Greene. 


Gentlemen, 


Pursuant to provisions of Marksting Agreement LAC-T-100, 
dated January 1, 1969, between Triad Financial Establishment and 
Lockheed Aircraft Corporation, by its division Lockheed Aircraft 
Service Company, kindly be advised that the undersigned duly authori¬ 
sed representative of Triad Financial Establishment does hereby 
irrevocably instruct you to pay a portion of the payments to become 
due and payable after February 1, 1971 under Product Agreement 
LAS-T-2 of Marketing Agreement LAC-T-100 to Credit Suisse Bank, 
for deposit in Account No. 394. 124 of "Lauvier Establishment". 
That portion to be so paid is to be 3. 856% of the man month rate up 
to U.S. $285. 328.-- . . .. 

Kindly inform said bank that the foregoing instruction has * 
been received and confirmed and th$t payment will be made in accor¬ 
dance therewith. ■ 


Very truly yours. 


TRIAD FINANCIAL ESTABLISHMENT 
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LOCKHCCD AlRCRA^C-jCe?frORATICr4 

MARIETTA, GEORGIA, U. S. A, 

COPY OF 

INCOMING TELEGRAM 


T#J N. C. KIDINCS 69-51 J07A 

cci CCY.DEN 69-50 



from Rlyoch, Scuoi Aroc;<i 


TODAY PRESENTED C-1C0 PROPOSALS TO SAUDI ARABIA AIR FORCE COMMANDER. 
DURING EXTENDED DISCUSSION INFLICHT REFUELER APPEARED TO BE PRINCIPAL ^ 
CONCERN. I V/AS ALSO ASKED TC US E LMAO CONTRA Cj FOR REASONS WHICH , 

RELATE TO JD2cA. (**) I REPLIED THAT ADDITIONAL EVALUATION AND DISCUSSION 
WOULD BE NECESSARY* 11 FORE ANY DECISION CN THAT FCINT. ADDITIONAL MEETING 
SET FOR TOMORROW. . v* 

• ‘ : [; • * v davidscn / V' : - 

7 2 / 76 / 7 \ 

JtY^AA , f . fcrOUR 0*SCUSS!C ,M ON 5 A .UD! AR A ?t A rr\MM!5S!CN # PAPTiNC "CROS 
FROM ADNAN KHASHOCCI WEP.t THAT MODIFICATION PROPOSAL WOULD NOT SELL 
FOR LESS TH AN 15% COM MISSION. THAT MAY EE TRUE, HOWEVER I HAVE REASON 

TO BELIEVE _ MAY ASK PAYOFF CInECT FROM Cti/C WITH 

COMPLAINT PAYMENTS HAVE BEEN DELAYED FROM KK/SKCGOI. SUGGEST V E CET 
UP TO DATE LOCK AT ON SCENE SITUATION BEFORE AGREEING TO DEMAND FOR 
HICH COMMISSION, SVEN THOUGH THIS MAY MIAN WITHHOLDING MOD PROPOSAL 
FOR TIME CEINC. ‘ ‘ 

* '• DAVIDSCN 

Distribution: 

W. W. Ccv.rfcn 
P. F. Dobbins 
C. C. Lcubcchcr 

•; C. Mi. VcJcniinc ' . . 

ai.i?,i D!KaC i .>*: 

A1.I9.9 
* \\t 
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IOCKHEEO PRIVATE” DATA 


December 6, 1971 


Mr. Louis J. Lcutcr ‘ * ** m * 

Trlod Corpora lien * 

■; P. O.Bes 4rC4 ^ ' 

.. * -* Beirut, Lebanon “ 4 . * /' •' **'.* 

• Reference: Your letter to Mr. N. Ridings, doted November 12, 1971 

Dear Mr. loulor: ... . : • 4 

V*' * ' -* ‘ ■ ' * 

f ^ As Mr. Ridings end I discussed with ycu efter our visit to Scud! Arabia, tho 
/ /*• “price cn Gobs proposal 71-CC7, doted 8 November 1971, v/cs ch.cr.gcd to 
*.•. reflect tho price increase you suggested. In this prapcsel tho ccncyltcnt fco 
V_. jv Is oov/colcubtcd c? 1513 cf (he proposal price. 

•r ? Action I: cbo In pm sees to Increase tho proposed price cn Go be propose i 
71 -27u2, deled 3 Ncvcr.bc: 1971, by $10D # COO.CD per circroft. In post 
l-S negotiation; v.il.'i tho customer It hoc become r.eccssery to echo me (or price 
Concessions In proposals cf this type. These price reductions hove resulted 
Ino less cf prelit for Gobi end the $lC0,C-3 increcco Is Included In this 
preporel cs a contingency egoln:t this dtuetlcn recurring. This higher price 
will provide o fcosls fer negotiating with the customer, end dees not change 
our current element with ycur company, As-ycu suggested Id yeur lottor, 
such negotiations will probably be cf vital Importance In marketing this 
proposed program. < 


V 

i'X 


We ere Icchfng ferwerd to working with you co theso programs. 
> *' * Best regards. 





J. E. Walden 


JEW :mo 

• cc? W. \7 . Cowden 
N. C. Hidir;: 


/ P. 1. 
A6.7.I 
A1.5.I 


tocKiirco rr.:v,vrc data 
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INCOMING CABLE 


Received - 
4/6/72 


JW5A FOR RIDINGS 


LAZZARO AND I ARRIVED RIYADH TUESDAY NIGHT. SNYDER HERE AND I MET 
WITH HIM THIS MORNING, HE INFORMS THAT HE HAS ALREADY SUBMITTED 
PROPOSAL TO CHIEF OF AIR FORCE FOR LTN-51 RETROFIT ON C-130 PRESENTLY 
IN SAUDI ARABIA. THIS IS A LARGE PART OF OUR PROPOSAL 72-189. 

I PLAN ON SUBMITTING OURS AS PLANNED. SPENT TUESDAY WITH MINOR 
CONSULTANT' WHO INSISTS THAT NOVEMBER MEETING WITH YOU AND I 
IN WHICH WE AGREED TO 15% ON CENTER WING PROPOSAL COVERS NEW 
PROPOSAL SINCE IT IS FOR THE SAME WORK. HE IS ALSO ASKING FOR 
ADDITIONAL 5% FOR NEGOTIATING ROOM BUT WILL CHECK THIS WITH 
PRINCIPAL CONSULTANT. I HAVE MADE NO COMMITMENT AND HAVE 
NOT REVEALED PRICE BREAKDOWN BUT TOLD HIM THIS WOULD MAICE THE 
TOTAL PROGRAM COST ALMOST NINE MILLION. HE WILL ALSO CHECK 1 HIS 
WITH CONSULTANT BUT FEELS IT IS NO PROBLEM SINCE THERE IS NO BASIS 
FOR PROGRAM COMPARISON. UNLESS YOU OBJECT I FEEL THE 5% FOR 
NEGOTIATING SHOULD BE ADDED AS WILL WANT SOME BUCK 

ON A PROGRAM CF.THIS SIZE. REGARDS . 


JAY WALDEN 


Distribution: 

W. W . Cowden 
P. F . Dobbin* 
l/ A».5.7 
A6.3.1 
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T 0: neZAYAT 


Telex 2070 


NGC 

INFO COPY TOt 

LOCKRY 67041 (LCCKHED SJI 

RIYADH (SAUDI ARABIA) 

FOR FRANK MURPHY 


NR22C PLEASE DELIVER TO TEMP V/ALKCR UPON ARRIVAL KUWAIT ... |— 

Prlnco Sulfan I I 

23 JANUARY. REUft MESSAGE REGARDING LETTER FRCMr^JZXSUBJEtT 
C-130'j Syrlo | j 

ES23FOR <~ZZ5L. GUIDANCE IS AS FOLLOWS COMMA IF WE RECEIVE j 
‘ ^ Syria price { | 

, -REQUEST FOR QUOTE FROM £^3 WE WILL RESPOND WITH &$ ANDi \ 

U.S. Gov’i—I— 

J ^AVAILABILITY BUT THERE IS CONSIDERABLE QUESTION AS TC 

. * expert Itccme C-100'r Svria - 

JSSUING FOP. tl^XTO JZV^IAT THIS TIME. _ _ 

" Souil AroVio purchased Syria 

J AND LATER TRANSFERRED UNITS THEN 

S 1T V/ILL BE THEIR RESPONSIBILITY TO COMPLY WITH THE THIRD PARTY_ 

4 exoorHiccnse 

RESALE STIPULATION CF THE USE STATEMENT AND CT3 JCZJJjZZZ3rH~~ 


. oreocsol 

^EWSUB REUR MESSAGE REGARDING PRESENT AT ICN OF "> TQ 

one JctSlor -8 

SAUDIA FOR d3REFUR5ISHED,;c4^3 COMMA'ASSUME PROPOSAL 

WAS STRUCTURED FROM INFORMATION FURNISHED IN TS2IA. IF SO 
. price 10% co*r^is'irvi 

COMMA QUOTED ROM 'Z3 PROVIDES FOR 

AK . 9V, 

CUR AGREEMENT WITH CALLS FC.0. 

JclSlc.r 

ON IN YOUR MESSAGE CF 21 JANUARY YOU REFER TO 

FIGURE PROVIDED TO JLDDAH COMMA THIS WAS DURING TCLSCdN “ 

>w*TH TCDD WHO CALLCD IN FCR CROCKETT AND WE WERE USING 
Iror,i Airv.ays 

FIGURES MADE UP FOR OUOTE V/HICII INVOLVED ACQUIRING 


W. V/, Cowden 
_ 

A1.I9. 

-£tr27rH- 

Al.27.9 * 
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jNS: IJ:« IUj'> III' flint iretioijl lyf* Aolf M> 1’*' »PO<C l«l •'Ul»<<»lc'tby I.i|MIi«m| 

PuN't tpK!* mnM1» 0'“ Wn'i«'jn |in» bu* tiny l-O'd"** 

Nr(Wie i 'I 'M’MlrJ In rc'«o-J», '«>i«*mnt, d>ni) ) n jit o«J All pfttf pviHlytlipn, lymbpti o«d liO’.Imfll mvjl It H<**l 

P«i. • 9 . dallon. MiK ptr**’. on* hjH, «i. 


IJTCOING WIRE MESSAGE 

00 NOT WRITE IN SHAOtO ARIAS 
OliiCOC ~y^{ IUCt~NO~ 


fNO- V’ 

I 


0L l»Ct 
01 |M 
V-Ut 
0*1*1 


I) ton* 

I* . Vllltu** 
U H*« 

I* CAL *0* 


h)il>XlCH 6>it 


~>xr- 




IUHH.B t> 

NCR/ Mori on. Adorns 

5 *Ti i >>S1 i*i i "»TY» I * t o 

1/22/75 4 PM 


■fioOTio'Vt t*i. 


'CHARGE 

423411 *o 

CTTT 


a> oo*r p: 0 : 0 


v .c*_ \ 

: <5iv NO* ~T'«H .Oic.r r 

jLjXL.I. 69-50. 

IWAUIK . IIC N 9 _ 

*nSw(H*C* 


O: AN OLD DASH SIX. THE GUCTC IN TS21A WAS MADE AFTER MAKING 
JolStar -0 

CONTACT WITH A£rirZZ2 OWNER WHO HAS A VERY NICE LOW TIMl 

JctStor II 

MACHINE* ROM QUOTE IN TS21A FORCES PROVIDES FOR 
C% r om.-nljslon 

APPROXIMATELY /^G^SCT. 


JetStors 

NEWSUB TODAY WE INITIATED RFQ FOR THE THREE ZZZZZS AS 
DESCRIBED IN YOUR 21 JANUARY MESSAGE. COMPLETION OF THIS 
PROPOSAL WILL TAKE A FEV/ Y/EEKS. 

NEWSUB IN FUTURE PLEASE NUMBER YOUR MESSAGES WITH TW 


NUMBERS COMMA MAKES REFERENCE TO EASIER. REGARDS 


. V 





RIDINGS 


C 
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August ft, 1072 

r 

\ 

SAUDI AllAIlfA 

pitin: i mKAKoi.T c-noH/i.-Hio-.io 



C-130II 

L-100-30 

PROPOSAL riper: 

$34,205,850 

$38,195, 8 50 

SPECIAL CONTINGENCY 

$ 1,200,000 

$ 200, 000 

Triad - Fee 

$ 2,308,610 

$ 2,673, 710 

Special 

24G,000 

246, 000 

TOTAL THfAD 

$ 2,G44, 010 

$ 2,919,710 

GELAC - Aircraft 

4,490,000 

5, 245, 000 

LTN-51 

200,000 

200,000 

Second 

21,000 

21, 000 

Avionics 

145, 800 


Fxlornnl TnnU 

55, 000 

55, 000 

Ferry Plight 

15, 000 

1;>, 0UU 

Honds 

G2,000 s 

G2, 000 

Conversion . 

25, 000 

25, 000 

Tax 

G, 000 

G, 000 

Total 

$ 5,025, 850 

$ 5,635.000 

TOTAL GKLAC 

$ 30, 155, 100 ’ 

$33,810, 000 

TOTAL 

$ 33, 99.0, 710 

$37, ?29, 710 

DIFFERENCE - Debt 

$. 2GG.140 

$ 266,140 


(2, 205) 

(2,265) 
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LOCKHEED Pi.lTMC DATA 


lOM/AMt 

I^TEr.DtrARTMCKTAL COMMUNICATION 



to — C. M. Volentine 


*>«" 82-01 I0N ‘ 1 °* TI October 12, 


rtoM W. W. Cowden • hit. 69-50 «ni 1 w. 43218 

ju.iict: TRIAD -MEETING WITH ADNAN KHASHOGG! . ’* 

Mr. Jack Davidson and myself met with Khashoggi in Paris on April 9th or 10th with 
♦he principal subject of discussion being the handling of certain excess commissions 
ond their applicability to the special adjustment of 5400,000 referred to in an agree¬ 
ment dated January 18, 1970. At that time we had a newly signed contract from 
Saudi Arabia for two C-130H‘s to be delivered in the latter part of 1970, with an 
option for up to four additional to be exercised prior to September 30, 1970. The 
contract price for the first two airplanes was such that a total of approximately 
$73,000 was available for application to the $400,000 special adjustment if Lockheed 
considered it to be appropriate. 

Khashoggi's position was that he wanted the $73,000 (actually $72,956)^to be paid on 
delivery of the two airplanes under firm contract. Our position was that the excess 
amount would in fact be applied to the $400,000 adjustment provided the following 
conditions were agreed to: 

1* The excess amount would not be paid on delivery of the first two airplanes if 
the option for any additional airplanes was exercised. Instead, this amount 
would be used first in any necessary price negotiations on the additional 
airplanes as a result of exercising the option, and second, any remaining 
amount would be used against this special adjustment. If the option price 
■' was maintained in negotiation, then the entire amount would be available 
plus some minor amounts accruing from the additional airplanes. ' 

2. Whatever amount was ultimately available after the agreed upW "nef to Gelac 1 
. ond regular commissions were satisfied, would be paid to Triad and would dis¬ 
charge the entire Lockheed-Georgia Company responsibility with regard to the 
$400,000 special adjustment. 

The reason for our position on the above matter was that Khashoggi had obtaine< 
from Eric Constable of LAI an agreement to assume the complete responsibility 
for satisfying the $400,0C0 adjustment in connection with future LAI sales, and 
It was recognized by the parties that further attempts by Gelac to provide 
coverage for the remaining amount would unreasonably inflate airplcne prices 
to the point where they would again be suspect by tho customer. 


LOCKHEED PRIVATE DATA 
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LOCKHEED PRIVATE DATA 


TRIAD - MEETING WITH ADNAN KHASHOGGI -2- October 12, 1970 


Khoshoggi reluctantly accepted the position stated in 1 above and offered no objection 
to the Gelac condition described In 2 above. He admitted he had obtained from Constoble 
o separate commitment to cover from LAI sales whatever remained of the $400,000 adjust¬ 
ment. This Gelac position has been maintained consistently since that Paris meeting ond 
has not been objected to by Triad until the last two weeks. . < 




W. W. Cowden 


. WWC:bj . . / . />: 

cc: Jack Davidson 

C.c- *>*<>”-> *ff 


LOCKHEED PW.TE DATA 
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««Ht<o.c'o«eiA< OM ’ 

TCKOEPARTMCNTAl communication 

to J, C. Fogorf/ fcl-01 io 141 41 **»* November 7, 19/2 


fioM J. E. V/olden out. 69-50 tom 11 i*t. 2342 

wnicT; C-130 INFLIGHT REFUELERS FOR THE ROYAL SAUDI AIR FORCE 
Ref: (A) IDC some subject to N. C. Ridings, doted 18 July 1972 * 

(8) Our discussions, some subject, on 6 and 7 July 1972 


During the repricing of subject aircraft, $600,000 was added to the "net to Geloc" 
and consultant fees, for the purpose of negotiations. During the period of ^ay-arid 
June, $600,000 of this amount was committed to Triad for their subsequent Viihyjrsement 
to the parties concerned. This omount is over and above the normal fees and commit¬ 
ments we have under contract to this organization. This is a one time commitment 
applying only to this sale of 0-130*$, The remaining $200,000 was used to cover 
bonding fees and other contingencies which were not originally included in the 
"net to Gelac" price. 


I request that the amount of S600,000 be disbursed to Triad Financial Establishment 
in order to honor this commitment. This should be handled through cur normal bonking 


channels with Triad, 
received. 


in the same percentage payments as our progress payments ore 


J. E. Walden 


JEW:ma 
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rTi uoiot* 


:?AnT>.*.::;7/ 1 cc.* inx ^cation 



” L, Martin 

*T>r. 82-02 t«' , i 

24 mti November 9, 1972 

’ - •* . .. 


ufv/f-A 3 -A 

N. C# Ridings 

iifr. 69-50 :oh» 

11 Uf 2341* ; 

. . . ...... 

i • W. 



During negotiations on Contract GLX-225/RSAF/1243, cn ogretment wos mode with 
Adnon Khoshoggl that $600,000 would be paid to .the Triod Financial Establishment 
for spcciol Marketing expenses. This omount is over and obove our current agreemen 
with that orcanizcticn. The source of these funds was on omount of $800,000 which 
was in the total contract price, over ond above the M net to Geloc" price for the ol^lane. 


Request you prepare on amendment to the existing Triad agreement, authorizing payment 
in the omount of $6CG,0C0, and according to the payment schedulo contained in GIX- 
225, as a one time ogreement pertaining only to this contract. • ** ■ 


NCfirma 
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C73-11CSL 


t'awtnbs* S2 y 1072 


» C* / 


Triad Flrr^c!.^ Eflix^llabracnt 
$ Gorard. Ecijster 
S.Hoc* <fa Pori 
Gesova, Srdt^rlixd 


/.% r 


CcctlomeQi 

* . - ■ ■'v • • ••«•••*:*..*»• * . . • • • *{ * : .*V : 

Ecolosad are trro (2) ocplta ©1 Le'ts* /irrrcaccstf C73*1131 L r/i£?h ccrraro 
eac^idarctiaa ci cpocUl cartlstt fcy i>iad £3 cc^a&ellea. with Cootreot Ko, 
GLX-2S3. . 

.* ^ >.v >*. *r *.** • - *. J -*'- #.*.* > »\* 

WIU yra t!oa £3 ta^a bat> ecptjo excited fc? Triid rud tstarn to oa cl 
Cxo oCJ^jo UptM Lcclxccd’o c=co 2 Uco t£a ©ri^lsAl util bi> rttamcd 

t* jocr filra* .. * .*•. * ./ .* *\ . :• . •>*,.' *.» . •; .*.* 

.* v . . ' u i**,* - pM'*.., v.’ > i.- •** *>/ 

. »• *-• • •* :*• •» i' . t, ?.* ‘ .. . Very truly ycaro f ’ •' 


PUfstb 
Encltmres 
bcc: 


?•••* •.* c : * WiC^rsED-CiionDiA cot&ztvr 

•;.. .. : .y;nV 

. ■< '»■ V 1 *! 1 ** • ; 4 U ,*. * . L\ L*? r.r^itl'2 ' ■•*'*»' ’’ f*■ • i' 
".• «:« *? - •« \ *C:drw^ Lcr-v;xeaJ » . '■ v • 

- .<• • • > l * “ *•: . s • e2-cs» rtiso sa •: ^ 

* * .* V. ,* r **7." .1 • *’. i: ; • • 


* v 


W. W. Cov/den 
;N. C. Hidings 
jn. U. \ 7 itt 3 /Co;!ao 
'•PLMi flic 
C F. 
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072*11S1L 


JCZ9 15, 1072 



Triad rinaectal fjubllthmiml 
'5 Garord rsiaslor 
2 P*.ze? cj Poit *» 

Gcrara* tHtrorlasd 

Ccr.ilonr.jT 





Io cotaecUcn v/llh rear Vailxtir* /r^cencal CLD-533, ta caF.^emoctod 
tad amended, CU \s.~~r /'grcarrtr.t t.jil cenfira cor rzoiual uadoraUcdiaj 
Had Ajrcoiaoot furlfcar taenUc^ cold .irwiiaiit ^ /jrroomni. 


1. la cca si deru lira cl cpcclcl rcrHsoe reccsrnd ty Vrfad In coraertloa 

vttb Cer.iior.l Gl-C-Hie, Cains r.^rcco to cry Co a <:o ftf CCOO t OOO In 

adfUUco to ci\cr comica w2!ch t.\\y L.*co:{V> c;;o end jwyfiila to Tried 
oocor calf] ?.:.ir/<cilr.-y /»;;ic#r.x; , .it Criso tball 1^17 ctld tea to Triad tvl'hta 
thirty {j')d’r»? vilovt r-'ii In Co cnaa prcyorlicn Gf, raedna are actually 
received *. y G^ino un.ior Cenireot 

2. A33 cOt? rrcTj'jlrna cf cnld UcrirtJ*^ Afrocwcol shell remain la 
tell force r.id efteot* 

If tha fere'yeirr* corr^.i’y r;fa ffi.’rs «r rrr.lvil unlrretr^dlr^ end r/rreenvoni 
In Co prcr.*l:eti # Mr.:/ co lr.-U ;:3 I 7 la C 1 i;;e:va prevised ho)cry r.?J 

by rctur-Jr- vo uo Ls.b to or:;it:l r..d cl Ilia Letbr /creo- 

mex.t, JcUrcrc:?J ci ija c:asr:or.i3 cy/Jciizd ty you, end upoa execution 
l\osco! \ty uo # vro *- l:i rets-rt ilrj cSjtaal to 

v7‘“. , Very tr.’Iy ycoTD, 

; ' •'• . . .... .. /u:cib\PT cciiPtjftAiTori 


ty _ 

Tbo fciTydr.y tersely tt'to terij 

cor ouil -ni i:.;djrr..‘;i ;V .< fzJ * 

c^recxnc'v.; In Cs* premier 3 . 

\ # # 

D::^d on cf vcv.'j 15 t 1073,. 

rri: tj ni:A; ,c 7 /» i« i,~rAiujj;w 2 ;iT i 
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I G~ 

11/28/72 

■21 \2 


nltf ■/fM' __ 

- • ■ 

•.'•■■ fJ' 


28 NOVEMBER 1972. 

.•:2l^Y D.O. V00D ■ 

^ ' ,!(' 
CCfC E.J. LAURENT D-f>9-5t/B-2 


CORLAC BURBANK 
GELAC * MARIETTA. 


C 

VC£72/B57C- . ! ‘ ; 

SPAfOU K flOW CM A CZZZ1 13 DEPARTED HERE WITH YOU SO EYE 
O 

;v! NOT HAD A CKAilCE TO TALK TO HU! ABOUT PLANS FOB 0U2 

z :<i sess;o:i in t:r, appreciate advice soonest as to 


fixity 

■ETHER OR NOT YOU PLAN TO ACCOMPANY REP AND 


'CIS I ON O'l WHETHER 


OR 


(JOT 


PREPARED (VAE 1 



vr: j ::ij o:j Finur.E 


C-i. t e -i-v&i/" /£ 

L *;: r . to c ;_\:3 
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ketcc ::.d it rc fe 

3 INCLUDED PI r- OF NEXT C 



* ‘ R.F« COfILEY 

I720/L0U 

GA072 
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9.F. COVLEY- ?F IPUT 



e.J. L'U-FVT OFL&C 
RFU3 PC/^2/P5?3. IMSCUSSnv VIT U (^3 I l, D!C^TES HE 

.0 fS £ 

G«vr rsT'=ucT!o , 's to r.'CL'jcE t^r.o c~;z^s r.'.'ra 






IIPLEASE CHECK THIS VTTH LCirU SEPPZSr*T?T!VE 


/) P O 

'0 ir it is hot i'■ CJ3 crj c-^r.ro it, to r.ry r^j 

.YOU F: AUTHORIZES TO CY.73 IT TO p sRTY COYCCPUFP 

.1 

BUT 0 !t v T^PU C-l; YOU YAY FE PPESSUPEP TO V AKE 

O / AL ^ c T" 

czr .^3 a cr::.i v^rrro r " J 3 <\ rraugcmf^t . 


BUT *00 "OT PFPF'T ”0T 00 SO. HAVE I f FORMAT I O’* 

p f f? c /C 

twm c iff;? lLtitj cco r.;.:a 

- . , 

r. /s/ A ^ ^ 

C...Ui iv ;r:.;So v v cle this acco-v.wcly. 


0,0. , .»'>00 
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197 ?. 


'"Liv ^.o, <-’090 D-01-07 B-61 C0RL 4 C BURtv'LK 


:c: , E.J. Lft'-IRS:."! P-69-50 1 1 S-2 GEL 4 C t-ARIETT*. 


i’C/7°/?5?t$- - # 

"ILL STiVTSB YC'J CC'CFR \' I "G -C ■T.Z'^Z.rZ.r\° I'!!O'! YOUR TRIP TO 
i '■ : 

* 'V- iS Snv* ;s PFCEU'Z °E$?0"SE r PCM Hi;*. ‘'EWHILE 

O' >s 

/<v« 

FFED U’SVF= 0 M POSSIBILITY 

SO V ; E3T A \’D I:: V’Y fVF?!T PRIOR. TO L’EXT f'EET T FG • /1T H 


* CP 


IF POSSI-LE REPLY BY 


TEI.EK TOOAY. 


R.r. CO'-LE v - BEIRUT 


r ? 1 O/o 


'V.J 1? 
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// ; 

INCOMING CAGLE I 

. • 12 / 11//2 

FOR: R. D. ROCHE, P. F. DOBBINS, W. W. COWDEN/N. C. RIDINGS 

RE1IA REF RIDINGS NR7A IMPOSSIBLE SUBMIT DAILY STATUS DUE SECURITY. 

KHASHOC-GI SUSPECTS CUSTOMER KNOWS CODE. CONLEY WILL REPORT THUP.S. 

OR FRIDAY FROM BEIRUT. 

FURTHER MY TELECON ROCHE SUNDAY, I V/AS PUT IN COX CY KHASI'OGGI, CONLEY 
ND SCHNEFP BEFORE MEETING CUSTOMER BECAUSE: 

. CUSTOMER THINKS WE FORGING AHEAD ON COMBINATION SYSTEM 

AFTER LAST VISIT. IN HIS MIND REQUESTED WORK STOPPAGLAE2LIED 
ONLY TO ORIGINAL ONE FIFTY SYSTEM. ' ' 

B. EVERYONE AGREES IN LINE MOD BEST FOR US AND CUSTOMER. 

C. . FOR ME TO PRESENT DEADLINE FOP. IN LINE MOD WOULD PROBABLY 

BE TAKEN AS ULTIMATUM. 

x 

D. US CONTRACT DUE FINAL MINISTER OF DEFENSE APPROVAL NEXT 
COUPLE DAYS. FEAR OF JEOPARDIZING THIS AS WELL AS OUR NEW 
PRODUCT PROPOSAL AS WELL AS ALL FUTURE BUSINESS LED TO 
KKASKCGGI ADVISING I TALK TECHNICAL/OPERATIONAL AND SCHEDULE 
AND ALLUDE TO PRICE CUT ONLY COMMIT TO FIRM HAVING PRICE AND 
AMENDMENT LATER. IN ATY VIEW, SUCH APPROACH ON MY PART WOULD 
BE CONCLUSIVE COMMITMENT TO CUSTOMER THAT WE GOING AHEAD AND 
WE COULD NOT HONORABLY BACK AWAY LAYER. I DID NOT LEAVE GEUC 

WITH SUCH LATITUDE, HENCE CONLEY FRONTING FOP. ME WITH CUSTOMER, DcUY 
MY MEETINGS, AND A'.Y CALL TO ROCHE. 

CUSTOMER HAS ORALLY AGREED TO A YET UNFIXED PRICE THRU KKASHOGGI TALK 
TO AND PRINCE KIIALIO TALKS TO ♦ ALSO NO REACTION 

TO PRICE AGENDA ITEM THAT CONLEY ESTABLISHED WITH . BOTH 

CONSULTANTS WORKING TOWARD 2.4 MILLION MINIMUM AS WHAT IT WOULD HAVE 
CCCN IF WE HAD DONE UNDER ORIGINAL CONTRACT. THIS PROBABLY MOST OPTIMISTIC 
HOURS BUT MOST rESElMISTl:fifclVEAR 4 j'& r.^3 MILLION SPLIT EVENLY. 
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LATE DEVELOPMENTS YESTERDAY MAY HAVE CLEARED WAY FOR ME TO GO AHEAD 
WITH PRICE AND SCHEDULE WHILE THERE BUT, IF WE ARE NOT TO JEOPARDIZE 
OTHER PRO GRAYS, DEADLINE FOR GO-AHEAD STILL NOT ADVISACLO. KIT APPROACH 
WOULD ELIMINATE GELAC RISK CUT I FEEL ADVISABLE ACCEPT RISK AND PUSH CUSTOMER 
TOWARD IN-LINE APPROACH, I ALSO FEEL WE WILL EVENTUALLY GET AMENDMENT TO 
OUR LIKING. REGARDS 

• ■' R. : D. ENGELIIART (From Doliut) ' 


Info copy to D. T. CrccLcIf, Jr. 
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ln»tO 

, Dec. 12, 


Dec.12# 


Dee.12# 

Dec. 13, 


Dec. \4 t 


LOCKHEED PRIVATE DATA 


Pago 9 


Event 

1972 Mooting* Conley# Khoshoggl# 

Engelbert. • . 

1972" Meeting: Prince Turkl# Gen. 

Zuhalr, Major Nazir# Conley, 
Engelbert. 


1972 Lotte'r to Prince TOrfc? (ottaebad). - * 


Com ment 

$2.965/A prlco devised based on Adnan 
Khoshoggl Incentives for 
$1,565 minus 8% to Golac based on contract 
prlco of $2.165M. 

Review of bidding. Possible 150 GPM flow 
rate for Lightning unsatisfactory to Prince 
Turk!. Turkl would not lot meeting progress 
to prlco and schedule discussion# although 
agenda previously established. Prlnco Turkl 
staled he wanted a meeting 17 or 18 Deeemt 
with us and was Inviting Gen. Smith# Chlof 
oJU.S. Mltslo . 

Reviewed meeting and presented price and 
'schedule. -* 


1972 * Meetings: Conley# Engelhart# - ~ Established Incentives for 

Prlnco Kholld; ond Khcshoggl# • assistance In resolving tanker mod# $75K 
Kholld, Conley, Engelhart. per aircraft plus 1% of contract price. 

'• (Letter Conley to Triad attached) « * 

. >r - 

1972 Meeting: Engelhart and Gen. . Drlefed Smith on current status. Possible I 

Smith of U.S. Mission. • ; for Lightning ond F-5# but ct least f 

Supplied technical description ond 
-.^Vschcdulo Impact, not price. Smith oppea 
rplraied. 

LOCKHEED PRIVATE DATA 
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TRIAD FINANCIAL ESTABLISHMENT 



January 11, 1973 


J : .' • Mr. Duane Wood : , •* ** ' \ s \!. 

7. Senior Vice President, Marketing ’* ' 4 ; ’ 

*;•! . ■ .:r* Lockheed Aircraft Corporation ' \‘V 

- ! * ; p. O. Box 55i • ^ :• : v ; : - 

'»•***• ' V’*. “ ■’ ; = * V 

. -" BURBA NK • •• •••■ - V . '• 

California 91507 ‘ ;.*Y, . 3-’ 

•“.. { usa 


i Dear Mr. Wood, 



lppi*vr rtM i,J hl8 Wil / conflrm that Triad Financial Establishment 

• Vad u °/ C LI ec h ten si o In‘°, lrr , ovocobl y Cantona Eetabltshmool 

‘f 1 ?* P° rtlon of i‘s marketing fees equivalent to 
and r I 7 n nt V ° f , ‘ ,C contract Price f °r Jetstar and C-130 aircraft 
■ jmd C-130 centerwing modification work sold by the Lockheed Georeia 
Company to the Kingdom of Saudi Arabia. G ° 01810 

‘ . Suoh irrevocable assignment to Cantona Establishment is 

Comn’anvof P ° n ^ P J i0r execu ‘ lon *>y TRIAD and Lockheed Georgia 
Company of an amendment to tho Marketing Agreement OLD -393 fnd 
Product Agreement GLD-394 increasing TRIAD-s markotinr feL 
.for Jetstar and C-130 aircraft and C-130® centerwmg rnodiHcatiotf 
work by ono percent (lft) of contract price. 
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utCJt 


CAVlCt COMPANY 


y fMENTAL COMMUNICATION 
« TO FILE o*»> 




cc: H. H. Greene 
F. H. Meyer 
D. !. Love 
\ 

M. VALENTINE 


ocpT. Q-10>»- o «« 


’ LAS-TRIAO MARKETING AGREEMENTS AND ASSIGNMENTS 


PLANT OAT* 1-16-73 


PLANT BUT* 604 


1 have reviewed the status of the basic Marketing Agreement* Product 
Agreements, and Assignment as in effect on January 16 , 1973, and 
have prepared this surrmary for file. The basic files on this are 
handled by M. H. Greene, but a copy of this summary, for Information 
purposes, Is provided to Mel Greene, Fred Meyer, and Dean Love. 

The basic Marketing Agreement LAS-T-100 was entered Into January 1, 

1969. Under that, various Product Agreements and Amendments have been 
mutually executed between LAS and Triad Financial Establishment. 

Product Agreement T-1 covers services and hardware sold by Lockheed 
Tn Saudi Arabia, exclusive of aircraft. Basically, this covers 
C-130 and JetStar spare parts and logistics support and services 
provided under the original LAIAG Contract 1101, T-1, Supplement A, 
also covers LAIAG purchases under Contract 1107, which were made 
under that Contract In lieu of purchases made under LAIAG Contract 1112. 

Product A g reeme nt T-2.covers C-130 aircraft technical assistance, 
spedfical 1 y,'Arnendment or CCN No. 10 to LAIAG Contract 1101. 

Product Agreement T-3 and Amendment No. l~to T-3 covers logistics 
• support services under LAIAG Contract 1112 (RSAF Contract 3036). 
Amendment No. 1 changed the method of computing commissions on 
Items 1 and 7. / *' 

Prod uct Agreeme nt T-4 covers the C-130 MTU purchased under LAIAG 
Contract 11127* 

Pro duct Agree ment T- 5 and Amendments 1, 2, and 3 covers the technical 
assUtance"group under LAIAG Contract 5054 (RSAF Contract 4141). 

Pro duct Agre ement T -6 covers the lounge pack for the C-130 Hercules 
alrpTa’ne.* 

_PCP.duct_Agreemen.tj;-7. covers LAIAG Contract 1101, as amended by 

Supplencnt No^ 1 to Amendment No. 9 (flight crew program). 
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product Agr eement-T-8Lcovers the sale of products and/or services 
relating to the F-5. 

^EtfldjicL-Agreeinaat.X-9. covers the aircraft maintenance and ground 
environment operati<m$-aftd~ma4*tenance, with Amendment No. 1 covering 
the ground environment program, and Amendment No. 2 which was not 
formalized insofar as our files^are concerned and which makes some 
basic changes in the compensatlOh for the ground environment program. 

■Prod uct Agreement T-10 covers the consolidated technical assistance 
for the C-130 and JetStar aircraft under LAIAG Contract 5055 (RSAF 
Contract 4140). There is a letter In the file which Increases the 
compensation by IX, but I was unable to find any formal Amendment to 
T- 10 . 

Pro duct Agreement T-11 covers a yet-to-be-developed aircraft maintenance 
program~fdr“thlTBrVf1sh aircraft Lightning. 

On November 6, 1972, Triad Financial Establishment, with whom the 
basic Agreement and Product Agreements were negotiated, assigned to 
Triad International Marketing all of TFE's right, title, and Interest 
tn and to the basic Agreement and all Product Agreements. Therefore, 
all of the foregoing are now the responsibility of (and we must 
hereafter deal with; Triad International Marketing as our marketing 
consultant for Saudi Arabia. 

Outstanding Assignments of Monies Due Under the Foregoing 


In connection with Product Agreement T-2, there has been assigned to 
Lauvier Establishment a sum of money not exceeding $285,328. This 
assignment has been acknowledged by Lockheed. , 

Under Product Agreements T-3 and T-4, Lauvier Establishment has been 
assigned a sum of money not exceeding $490,959. This assignment 
has been acknowledged by Lockheed. 

* Under Product Agreement T-4, Lauvier Establishment has been assigned 
the sum of money not to exceed $250,000 subject to certain conditions 
relative to the price of the MTU. This assignment has been acknowledged 
- by Lockheed. 

Under Product Agreement T-5, Lauvier Establishment has two assignments. 
One Is In the amount of $58,938; the second in the amount of $287,519. 
Both of these assignments have been acknowledged by Lockheed. Under 
this same Product Agreement, Cantona Establishment also has an assign¬ 
ment of $287,519. This assignment has been acknowledged by Lockheed. 
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Under Product Agreement TrlO, Lauvler Establishment has been assigned 
an amount equal to 52 of the contract price. In addition, Cantona 
Establishment was assigned IS of the basic contract price. The 
Cantona Establishment has been acknowledged by Lockheed, although t 
am not positive the Lauvler Establishment assignment has been 
-acknowledged. 

On October 26, 1972, Triad Financial Establishment assigned to Credit 
Commercial de France/Geneva all amounts due to Triad Financial • 
Establishment under Product Agreements T-3, T-5, T-9, and T-10. This 
assignment was acknowledged by Lockheed. 

Subsequent to the date of the above assignment to Credit Commercial 
de France/Geneva* on November 6, 1972, which was the same date that 
Triad Financial Establishment assigned all of Its rights to Triad 
International Marketing, Triad Financial Establishment assigned to 
Cantona Establishment under Product Agreement T-9 the amount of $185,15 

? er man-month. This apparently amounts to $5,555,000. On November 21, 
972, Lockheed acknowledged receipt of this assignment and advised 
Cantona Establishment, 

For the file, It should be noted that the last assignment Is In 
conflict with the prior assignment to Credit Commercial de France/ 
Geneva under date of October 26, 1972. 

This summary does not take Into consideration any advances made by 
Lockheed to Triad. 


CMVsel 


M ' 

C. M. VALENTINE 
ADMINISTRATIVE DIRECTOR 
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b.c>» air* 


0l IAIAC-/ OEM'.VA 
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Tol vxMZSf 


Free 




Mf-Pi*. fiCtR IC5S STC? TII'flE IS NO AS>ANC-EWfNT MTV/TfN CEIAC 

AND TP.IAP US A | ti PCS r*** STOP THIS VMS NfVM AN ITEM OP 

tySOUSSOM v/ITHTMAP MOU.'If. >A£ ll*,D NO SH-JON TO DO TO 

STOP IF C2R CONSIftt*$ KlMf.itF fNTITI CD TO A Fl£ COMMA 
N ’ 

gllN Ht V-'ILL HAVE TO NSCOTIATE SMITH T“.IM> HOP 

T - - ... .—. 

s». (< ...^ ^ •••>.. 


„ .vrrr 


ncrirr 

*T ;«'1 


ci*rr^r<rN--Nr 

:?-n 


Nri. nmt nc nq 


illlMlIltCl 


.o ..... L _... 1 _ _i .,Mr.iN0u 



^t«i 

W. W. Cewdon 
T * Jr, 

T. f*, Woli.rjr/J. E # We I Jon 
A6.1.V 
* Al.U-.t 
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INCOMING CABLE 


j 


7/25/73 

FOR RIDINGS/ WALDEN 

//sarpy 7 * 




NEED ANSWER TO MY CABLE TO YOU DATED.2I IKCiW JUNEi 


. STOPPED IN OFFICE TODAY AND INQUIRED V/HAT ARRANGEMENTS 
MAD BEEN MADE BETV/EEN GEIAC AND TRIAD RE HIS FEE ON FOUR C-130 
TANKER BUY. THIS IS CONTRACT SIGNED IN JULY LAST YEAR." 

•A 

_ ■ ) 

AGAIN INQUIRED ON ABOVE. PLEASE ADVISE. . 


SNYDER 

GENEVA 


S7hp 

'U- 

^ A- * ' * 4 *'- 

^ fay</. 

^>C At-A. ■■■?/■■> /'l-C-e-.-i -.— d 'S' "S'* & 

&■>>•>rjjfijt*’t- cc< *.w- 
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MEMORANDUM TO FILE 



30 March, 1973 


At a meeting convened ot the Lockhced-Gcorgio Company# Morietta, Georgia# 30 March 1973, 
ottended by D. O. Wood# D. T, Crockett#- Jr.# Ned Ridings# Bill Cowden, T. $. Walker# all 
of Geloc#* ond Mr, Adnan Khothoggi ond Mr. Low tauter of the Triad International Morkoting 
Company# it was agreed the following actions would bo taken in regard to the proposal before 
the Kingdom of Saudi Arabia for provision of a 3C0 GPM refuel capability In the soon to be 
delivered tanker aircraft. 

1. Gelac would prepare a history of the events which have occurred# 
documenting the changing requirements expressed by the RSAF. 

2. This history will bo telexed to Mr. Khashoggl In Beirut by Wednesday# 

4 April 1973. * 

3. Mr. Khashoggl will carry this history Into Saudi Arabia fora conference 
with Prince Sultan tentatively scheduled for 5 or 6 April 1973. 

4. Mr. Khashoggl will attempt to persuade Prince Sultan to agree to pay 
the Lockhecd-Gcorgia Company $930,000,00 for Gelac providing 

o 300 GPM refuol capability for refueling the F-5 only. This refuel 
capability Is to bo Installed In four tanker aircraft. v 

* * i 

This $930,000.00 represents half of the amount lait quoted to Saudi Arabia 
for providing the 3(56 GPM refuol capability for the F-5 only# and this offor 
Is contingent upon the RSAF purchasing four additional C-130H's at price 
presently quoted in propasal now pending. Should Saudi Arabia accept this 
compromise# the breakdown of distribution v/ould bo as follows: 


Contract Price 

Loss P.K. Commission 

$930,000 

100,000 
' 830,000' 

Less Triad Commission 

7% of $930,000 

65,000 

, Not to Gelac 

$765,‘000 


In addition Mr, Khashoggl agreed that Lockheed should recoup $400,000.00 
from sale of 4 new aircraft to Saudi Arcihio. This recoupment is to come from 
special contingency ($2C0,030) ond from postponement of payment of old debt 
to Triad ($200,030). The ultimate net to Gelac if these offers ore accepted 
will be $1,165,000 for the tanker modification. 
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5. The compatibility tasting for the F-5 only will bo handled as a separate 
Item, 


Mr, Khoshoggi Is to Inform Gelac ASAP of the Saudi reaction. If acceptable to Prince Sultan, 
D. O. Wood or his designated representative v/ill hand carry tho compromise proposal to Saudi 
Arabia. 


</• 

*».'£ i* %.4 

N. C. Ridings 




T. S. Walker 


NCIV^ISW/mo 


ect 

W. W. Cowdcn 
v'D, T. Crockett, Jr. 
T. S. Walker 
Al.18.1 
A1.1C.9 
A6.1.1 
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IjOCKiinii«*• <• i:«>itoi a Com i*an y 

• nvitwN mr uc»HiiP •■•run 

MARIETTA, C.COHC.IA 30OC0 

-4V 4 .t V.V 
. . \*A?* 

% March 30 # 1973 




OFFER TO PRINCE SULTAN RE 300 GPM PRICE 


• CONTRACT PRICE - *. 

RECOUP FROM 4 A/C PRESENTLY 
OFFERED TO RSAF 

VPRINCC KHALID 

TRIAD * (7% OF CONTRACT PRICE, 
$930,000) 


* $ 930,000 

• + . 400,000 ’ 

1>330,000 

- 100,000 

$ 1,230,000 

• ■ - 65,000 

‘ $ 1,165,000 NET TO GELAC 
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' ' 

TfUAjl JMT.lt •\:it).N , AL MAUKt f J\o .*> A. 

\a:u ih.ulwu.s 

COKKI'NtMil NCL f O A>My>i, HMML'f, LIUVM’.N 

c* iMtvr.r puxvr - iiu.X: TKicuKiomu 

7 , MUiDOIiiJI 

August 9, 1973 



Mr. Max Helzel 
Vice President 

Lockheed Aircraft Service Company 
Lake Success, N.Y. 


Subject: Product Agreement LAS-T-17 


Dear Max, 



Implicit in the fee schedule agreed upon in LAS-T-17 
is that tho presont Lauvicr ossignuent made against 
RSAF. 4140 will not be operative for any follov/-on tO’ 
6r new contract replacing RSAF 4140. 


We* havet provided, howovor, for a new Lauvier assign¬ 
ment rate of 1.771 of “adjusted manmonth rato" in' 
the LAS-T-17 feo structure^ * 1 / 

% {in ^ t/Xf (Ssfj fVo,Co\> 

✓&EE- Y IF, 3 

Louis Laulor 




0 
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C \ ; (t. ».-.rn ’ ({* 

f - >.•<, < '> 6 / 16/73 

L} / ' •. ! 

SAUDI ARABIAN CONSULTANT • 

TRIAD FINANCIAL ESTABLISHMENT 


Agreement originally entered Into In Cctcber 1964 with following 
commission arrangoments: 


C-130 

Ccmmorctol Hercules 

JotStar 

Spores 


7 /, 

' 2 % 

2 % 


+ q IK /ut tyC 


Over the years the agreement has been changed several times and has 
evolved Into the following commission orrengementsj 


C-130 


Modification 

JetStar 

Commercial Hercules 
FMS 


$% of contract price plus $41 #000 
per aircraft 


15% 


2 % 

2 % 

1 % 


Tho Increase In commission payments has been due to more |'layers felting 
Involved ond the necessity to satisfy their requirements In order to got cur 
contracts signed. (This Is the Consultant 1 * version). 


When pricing cut o proposal to Scudl Arabia# In addition to the commission 
that we cro bound by agrecmonl to pay cur Consultant# which Is cdcod to our 
“net to Golac*' prlco, we cl»o add an amount that we rofer to a; o marketing 
contingency. This morhctln? contingency fund has varied over different 
proposals anywhere from $i03#030 to CO#003 per clrcrcft. This contingency 

fund has In the post keen used by us to givo a price reduction during contract 
ne£ctlutlcnt, but mc*.?Ty has been used by tha Consultant hr cocollcd ''under 
tha table'* ccv.pensa.lon to Er.vdl t/fldeis In order to get tho contract signed. 
When wo uso ibis fund for an "above the table" price reduction during negoti¬ 
ation# wo Lnc.v v/hrst has bum dune# but v/.t really hr.va no way of knowing 
If the sccrllcd 'under the tobk* 1 ’ cT.rm.r.otlcn Is evsr c ! i*bjr$cd to Saudi 
officials or steps at our Consultant's bank account* Tho portion of the marketing 
contingency fjnd that If u;ca rer "under tha taah" compensation Is paid to cur 
Consultant for cLLuiosmcnt end this accounts For seme of thntothcr large sums 
of money that havo been pari ta cur Consultant ever end above his standard 
commission. LV.ch ona of these transactions necessitates a cno-tlrr.o amendment 
to his basic ogree nent. 
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^ copy of 

OUTGOING TCLLGRAM 

NOTE: SEND FULL PATE CARLE, 

NOT VIA PA”IS TcLEX 

PUSH PUSH HUSH 

LOCKJED 

JEDDAH (. Saudi abasia) 


G67/324LC FOB JACKMAN ROGER YCL'P. 717/, 719/. AND 72-IA STOP STRONGLY 
SUSFECT MACHINERY STALLED FOR LACK OF GREASE STOP IS FORMER AIR ATTACHE 
REALLY PUSHING QUERY URGE YOU INSIST AGENT MAKE I ..CVE NOV,- TO KEEP LOG 
ROLLING STOP NUSU3 CTSEA REPORTS HE QUERIED V.liY NO PAYMENT COMMISSION 
ON NUMBER 5 STOP V.E AUTHORIZING FART FAY//,ENT BUT HOLDING CACK 
ENOUGH TO COVER FINANCE CHARGES/YOU MAY EE ASKED TO EXPLAIN 
WHY END 

. • / V.1UXRSON 

JH'.V :b j 

cc: T. F. //orrow • • 

E • J • ttousr.icn ... • ‘ * * • . ‘ . 

\V. E. Putnam , " , 

R. D. Rosho . J * 


Distribution :cJM:c/oo 
W. S. HIlLurn 
J* P, Gilbert 
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SAUDI ARABIA 


First agreement was M64-205 dated 10/27/64 with Alr.osr Trading & Industrial Corp, In 
August 1968 was changed to Triad Financial Establishments. 


M64-205 provided: 

C-130 2% 

Commercial Hercules 2% 
JetStar 2% 

Spares 2% 

Later revised to provide: 

* C-130 5% 

Spores 13% 


Tom Morrow agreed. 


In October 1964, during the discussions of M64-205, Kashoggi was in Burbank. As a 
result of his discussions, a meeting wos held at Gelac with MacLeod and Lawler repre¬ 
senting Koshoggi. Morrow and Jackman were the principals representing Gelac. As o 
rosult of the meeting, Gelac (Morrow) agreed too price of $2,515,000 per C-130 to 
Soudi, $2,474,000 net to Geloc, resulting in $41,000 per A/C additional compensation 
to Kashoggi as "incentive" . ‘j. 

This v/as a "one time only" deal, but got locked in and has been carried forv/ord. 


Jn 1970, //64-205 wos "washed out" by the Marketing Agreement with Coricc, GLD-393. 
Product Agreement with Geloc, GLD-394, wos established providing for: 

JolStor 2% 


(2) C-130 Mil $3?6,000 coch 

Add, C-130 Mil 7% + $41,000 each indirect salo 
1% for M.A.S. 
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! P ' 

On January 1, 1973, a supplemental letter was written to GLX-394 odding o pora. (c) 
which covered the four (4JC-130H proposol (G73/2353L) and the four (4) L-100-30 
proposal (G73/2859L). Compensation was also included at 8% of total contract price. 

On May 23, 1973, a supplemental letter v/as written to GLX-394 revising para , (c) to 
cover only GLX-241 (Proposal G73/2858L), C-lpOH A/C. This letter also refainod the 
8% and added $41,000 plus special fee of $428,120. 


All of the above was agreed to during the Paris Air Show. 


On May 30, 1973, o further supplemental letter to GLX-394 v/as written, deleting 
para, (c) and increased the 8% to 15%, revised the special fee to a 5% negotiating 
margin. 


DTC would not sign this 
para. (f) of the May 23, 
pensalionand increased 


change but did sign another change of same date revising the 
1973, change to provide for 7% in liou of 8% for rote com- 
the special fee from $423,120 to $700,000. 


Regording LOK "? oil' 1 , during the repricing exercise with the Saudi's for the C-130 
Inflight Refuelers, Jay Walden added $800,000 to the "net to Gelac" and consultant 
fees, for the purpose of negotiations. During May and June, $600,000 of this amount 
wos committed to Triad for disbursement to porties concerned. This amount is over and 
above the normal fees ond commitments with Triad. The remaining $200,000 wos-used 
to cover landing fees and "other contingencies" . * 

0 
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'* Distr per K. ir^ yittc: 

.'''^xCorp Vault (diipl. ori;S - ' 

^ Lee Mnrtin/Gclc.c i 
B, Hartsinck/Calac 
R, E. Rccdy/Calac 
Triad File 

~ ’ -.PRODUCT AGREEMENT 



This agreement is entered into as of this £/ day 
of December, 1973 by and between LOCKHEED AIRCRAFT C0RP0- 
. RATION on behalf of its division LOCKHEED CALIFORNIA 
COMPANY (hereinafter referred to as "CALAC"), and TRIAD 
INTERNATIONAL MARKETING S.A. (hereinafter referred to as 
"TIM"). ' *, 

• . ' « • • . 

In consideration of the mutual covenants herein¬ 
after set forth, the parties do hereby agree as follows: 

1. INCORPORATION OF INDEPENDENT AGREEMENT 

All the terms and conditions of that certain 
Marketing Agreement GLD-393 dated 1 January, 1970 by and 
between Lockheed Aircraft Corporation for its division 
, Lockheed-Georgia Company and Triad International Marketing 

S.A. (as assignee of Triad Financial Establishment) are 
• hereby adopted and incorporated herein by reference as terms 
and conditions of this Agreement, except where such terms 
* . and conditions are inconsistent.with any of the terms and 
conditions hereinafter set forth, in which event the terms 
and conditions hereinafter set forth shall control and be 
considered as amendments to the terms and conditions of 
said Marketing Agreement GLD-393. 

D ISTniBUTIQNiPLMartlnrfp (1/14/74) / 

’ W. Cowdcn 
G7 E. Mactln 
K. C. Ridings 

Contract Filo-^ * / //‘(^ • 

NOTE; Distribution for info only as this Is a Calae document, but ft references / 

Golac’s Agreement GLD-393. -l~ j • 4 
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2. DEFINITIONS 

' (a) As used herein, "CALAC Products" means 

Lockheed TriStar 1011 type aircraft as equipped 
upon delivery to Customers, together with all 
Items of hardware, equipment an<f services, as 
supplied by CALAC to Customers under a contract 
of sale, including, but without limiting the ge¬ 
nerality of the foregoing, spare parts, ground 
equipment, training and logistics support. CALAC 
Products shall also include such other items of 
hardware and services as may be specifically iden- 
' tified as such from time to time through additional 
Product Agreements. 

(b) The definition of "Customers" shall be expan¬ 
ded to include the Airline "Saudia". 



(c) There shall be no "Advances" or "loans" made 
by SALAC to TIM pursuant to the agreements reached 
herein; that is to say TIM shall be entitled to 
receive payment of compensation only after CALAC 
has received payment as hereinafter set forth. 


3. COMPENSATION RATES AND PAYMENT 


With respect to the sale by CALAC of Lockheed 
TriStar 1011 type aircraft and all items of equipment, support 
and services provided therewith, the rates of compensation 
and timing of payment to TIM shall be as follows: 
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A. Compensation 





| til 1 



(i) On TriStar 1011 type aircraft the compen¬ 
sation shall be paid at the rate of twelve 
per cent (12 \) of the fly-away factory sel¬ 
ling price as defined in Article 5(b) of 
GLD-393. 

(ii) On spare parts, grotind’ equipment, and 
other material furnished by CALAC to the Cus¬ 
tomer under a contract of sale (including 
fly - away and initial provisioning of spares) 
.the compensation shall be paid at the rate of 
five per cent (51). 


*'(iii) On training, logistics support and tech¬ 
nical assistance furnished by CALAC under a 
separate contract, the compensation shall be , 
paid at the rate of ~ J i ~ P=r cent - ./ / 

(Si). . v />/ 

/• •• •••• • . 


Payment of Compensation 


Payment of compensation as set forth in 
Article 6 of GLD-393 to TIM shall be made pro¬ 
rata upon receipt by CALAC of payment from its 
Customers as set forth in Article 5(c) of said 
GLD-393. 


4. TERM 

The term of this Product Agreement shall be go¬ 
verned by Article 7 "Term and Termination" of GLD-393. 
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' 5. IDENTIFICATION ’ • 

This product agreement, for identification pur¬ 
poses may be referred to as "Contract CALAC BC (309)". 

6, C0NFUC T OF INTEREST . 

In consideration of the covenants herein con¬ 
tained, TIM agrees not to solicit orders on’'behalf of per¬ 
sons, firms or corporations for products competitive with 
Lockheed TriStar 1011 type aircraft during the term of 
this Product Agreement. 

IN WITNESS WHEREOF, the parties have caused this 
agreement to he executed as of the day and year first above 
written. ' • 

l . . • * 


TRIAD INTERNATIONAL 
MARKETING S.A. 


LOCKHEED AIRCRAFT CORPORATION 

for its division 

LOCKHEED CALIFORNIA COMPANY 




By: W 


/ 


/?' 


'/:/ 




Its: Attorney-in-Fact 
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N*:PI,Vartln:f| i (3' /74) 


,»rs 
•%\ilcn 

-.‘togs 

. c 'Corlac/w/IXip. Orlg 


L* t- 


r,ocKin:i:n .Gkoisoia Company 

a wvumn or ioc«Hcto ***<•*»» conre«m»>i 

MAUIEITA, C!.0:XIA 30063 

• . .. • 


1 December 1073 


G74/125 


Triad International Marketing S.A. 
c/o Mr. Gerard Boissicr 
4, rue du Mont - Blanc 
1200 Geneva . . *• 

Switzerland , 


Gentlemen; 



In connection with Marketing Agreement GLD-393 and Products Agreement 
GLD-394 thereto, as amended, this Letter Agreement will confirm our 
mutual understanding and agreement further amending said Marketing 
Agvoemont. . 


1. Notwfthstanding any provisions of said Marketing Agreement 

.to the contrary, the compensation which will become duo and payable to 
Triad by Gelac with respect to the direct sale of tcnJIO) C-130H air¬ 
craft to Saudi Arabia under Contract GLX-258 will bo: 

Bight (S)9S of the total price of Contract GLX-258, 

. plue $41,000 per aircraft, plus a special fee of ’ 

, * .$120,000 per aircraft. ' / 

This compensation is greater than the amount that would otherwise bo due 
under the percentage terms of said Marketing Agreement and is applicable 
only to the sale under Contract GLX-258. • 


If the foregoing correctly sets forth our mutual understanding and agree¬ 
ment in the premises, will you please so indiento by signing in'the spaco 
provided below, and by returning to us the original ‘and duplicate original 
of this Loiter Agreement, Upon receipt of the document executed by you, 
and following execution by us, wo will return the original to you for your 
records. 

. . •• '••*•/ 

. Very truly yours, 

* LOCIGiLnD AIRCRAFT CORPORATION 


The foregoing correctly sets 
forth our mutual understanding 
And agreement in the premises. 


By. 


fUL/oQ, 


Baled as of December 1, 1973. 

TrdAD Iin*EH?aTJOKAL maizkutikg 


' D, T. Crockett, Jr. 
Attorncy-in-Tact 


S.A. 
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1*oTOi k i> - O i;<> i: < ; c a I/O'i p.v r-i 

A UVIVU'I Of lUtIHIIV •••»' -»»r C9**0I.»(I0H 

MAftlETTA. GF.OMC1A 300QO 


TRIAD FIIIA.TCIAL ESTABLISHMENT 
c/o fir. Gerard Boissier 
4, Rue du Mont-Blane 
Geneva 
Switzerland 


Gentlemen: 


May 30, 1973 

DISTRIBUTION*: Pt.Martip/mgs/f)- 1 5-7j 
J. K. Anchors N. C. Ridings 

W. W. Cowdcn R. R. Witte, CORLAC 

. G. E. Mastin w/duplicate orig. 

File vf 

NOTE:* This document was executed by Tried 
and Mr. Crockett during the recent 
Paris Air Show. Therefore there are 
no _. a pftr-Qvfl m 


' In connection with Marketing Agreement GlD-393 and Products 

Agreement GLD-394 thereto, as amended, this Letter Agreement will 
confirm our mutual understanding and agreement further supplementing 
said Marketing Agreement. , ? 

1. Effective April 1, 1973, paragraph 4. entitled "Basic, 

, Rates of Compensation" of said Products Agreement is revised 

by deleting subparagraph (d) in its entirety and replacing 
It with the following subparagraph: . t 

V 

i ‘ * "(d) On the sale of products specified in subparagraph ‘3(c) 

1 above, compensation shall be at the rate ot seven 

percent (7«) of the total, contract price to b>"customer 
(less any deductions provided for in subparagraph 5(b) 

• of Marketing Agreement GlD-393), plus $41,000 per air- 
‘ craft, plus a special fee of $700,000. * 

2. Payment of compensation will be made In accordance with terms 

, of Articles 5 and 6 of said Marketing Agreement. All other 

• provisions of said Marketing Agreement and said Products Agree- 

* roent shall remain in full force and effect. 

4 

.. If the foregoing is satisfactory to you, kindly so indicate by 

Signing In the space provided below and returning to us both the original 
and duplicate original of this Letter Agreement. Following re eipt of the 
documents executed by you, and upon completion of execution by us, we will 
return the original to you. 

. Very truly yours, 

LOCKHEED AIRCRAFT CORPORATION 

The foregoing correctly sets 
forth our mutual understanding 
.and agreement in the premises. 

. . / - 


'DatccT 


ed^ai of 3/ t %‘i 


IY 1973. 
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-'''O'. — 

~Z>?c //^ 


✓ .. ». / . 

r / /cvrw 


I*ocKni:nn«crKOKmA Company / //'c 


MARIETTA. GEORGIA 30060 


4^r**wW. 


c.V /' ' 


TRIAD FINANCIAL ESTABLISHMENT 
c/o Mr. Gerard Bolssier 
4, rue du Mont-Blanc 
Geneva, 

Switzerland. 


May 30, 1973 




Gentlemen: ,, . 

In connection v/lth Marketing Agreement GLD-393 and Products 
Agreement GLD-394 thereto, as amended, this Letter Agreement will 
confirm our mutual understanding and agreement further supplementing 
said Marketing Agreement. 

1. Effective May 1, 1973, paragraph 4. entitled “Basic Rates 
of Compensation" of said Products Agreement is revised by 
'deleting the present subparagraph (e) In IU entirety and 
replacing It with the following subparagraph: 

"(e) On direct sales of work specified in subparagraph 3(c) 
above% GELAC shall pay compensation at the rate of 
fifteen percent (15*) of the contract price, including 
ar\y “over and above work" performed,to the customer. 

In addition, as a special fee, GELAC shall pay to TRIAD 
the unutilized five percent (5%) negotiating margin 1 
Included In the proposal to the Customer." ' ' 

If the foregoing Is satisfactory to you, kindly so Indicate by 
Signing In the space provided below and returning to us both the original 
and duplicate original of this Letter Agreement. Following receipt of the 
documents executed by you, and upon completion of execution by us, v/e 
will return the original to you. 

Very truly yours, 

LOCKHEED AIRCRAFT CORPORATION. 


By_ 




jorv Ctrvi' S'"'* 


/f 


The foregoing correctly sets 
forth our mutual understanding 

and agreement in the premises. /■ / / , » ^ s * 

Mr/'**■>' /i. W/SfwW/V.w'A, <!/,•./.. f -• 

•CfJ /*>••*■ ///. >~',v 

/>/*■<i ^ *•«{/.' ^ / j />/«* r /ft* S «. x j m t s 

Dated as bf . 1973^ tf/ t*~.-• : 
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X.ocsj^ r KKn-«.« K m»n a Comi»any 

MAftlCn A, GCOtlt'.fA 30000 Vk ^ 

l«n 


May 23, 1973 


TRIAD INTERNATIONAL MARKETING S.A. 
c/o Mr. Gerard Goissier 
4, rue du Mont-Diane 
1200 Geneva 
Swltzerland- 


Gentlemen: 



In connection with Marketing Agreement GLD-393 and Products 
Agreement GLD-394 thereto, as amended, this Letter Agreement wi 11 
confirm our mutual understanding and agreement further amending said 
Marketing Agreement. 

1, Effective January 2, 1973, paragraph 3* entitled "Products" 
of said Products Agreement Is revised by deleting the 
percent subparagraph (e) In its entirety and replacing it 
with the following paragraph: 

"(e) All Items of hardware and services sold by Lockheecf 
Aircraft Corporation as set forth In Contract GLX-241 . 
with the RSAF," —** 

2. Effective January 2, 1973, paragraph 4 entitled "Basic 
Rates of Compensation" of si ad Products Agreement is 
revised by deleting the present subparagraph (f) In Its 
entirety and replacing it with the following subparagraph; 

"(f) On the sale of products specified in subparagraph 3(e) 
above, compensation shall be at the rate of eight 
percent (87.) of the total contract price to the customer 
(less any deductions provided for in subparagraph 5 (b) 

, Of Marketing Agreement GLO-393, plus $41,000 per 
aircraft, plus a special fee of $423,120. 


3. Payment of comoensatlon will be made In accordance with 
terms of Articles 5 and 6 of said Marketing Agreement. All 
Other provisions of said Marketing Agreerrent and said 
Products Agreement shall remain in full force and effect. 


PI. ST RI PUT 1OM: PIMa r t i n /mgs / 6 -15 - 7 3 

J. K. Anchors 

W. W, Cowdcn 

C, E. Mastin 

N. C. Ridings 

R. R. Witie/Corlac 
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Triad International Marketing S.A. 
May 23, 1973 
Page 2 


If the foregoing is satisfactory'to you, kindly so indicate 
by signing in the space provided below and returning to us both the 
original and duplicate original of this Letter Agreement, Folio-wing 
receipt of the documents executed by you, and upon completion of 
execution by us, we will return the original to you. 


Very truly yours, 


. LOCKHEED AIRCRAFT CORPORATION 

V . / 
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C0WISS10MS - TRIAD - C-130 RIYADH FACILITY 


CONSTRUCTION 

EQUIPMENT 

CARGO SYSTEM 

CONSTRUCTION 

(CARGO) 

MANPOWER 


To all prices add St "negotiating 
factor" with 50X-50X split. 


No commissions on no-profit Items 
(In-country procurement at cost) 


CMVrel * 
12/13/73 
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PRESENT AGREEMENTS 


NEW AGREEMENTS - PER SDI/30560 


5% (T-100 Basic) 

19.61X (T-12) +50X Incentive 
19.61X (T-12) +50X Incentive 
5X (T-100 Basic) 


41.9% (?) 

12% or 13.9% 


$345 per mm - Flight Crews (T-17) 
16% of adj. mm rate All Other (Adi 
mm -$1566 tax and -$560 housing) 
+ IX total +50S of "negotiating 
margin" ($376.00 per mm) 
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HAUtP ABfAS 


NUVIlll 


!» J y - * r 

—t • ~ - nu Ti' i'i;*;i f*i»" 


LOCKHECD AIRCRAFT Sr r COMPANY V 

. A DIVISION OF LOCKMr.CO All 'l COlirOflATION J 

(ERDcPARTMtNTAl COMMUNICATION 

OAT i May 1A, 197A 
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It you feel that the Memorandum should be formalized as an amendment to 
T-12, I would appreciate it if you would prepare one accordingly. 

Also, Charlie, in reviewing T-12 and Amendment No. I I find no specific 
reference to the new Contract 3360. It appears implicit but X would 
appreciate it if you would take a look. 


C. 


Madison Schnepp 


CMS/ha 
Attachment 
cc: C. T. Thum 
| R. h‘ Vader 
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SAVERLA ESTABLISflMENT 
c/o M. Gerard Boissier 
4 rue du Mont Blanc 

Geneva, Switzerland . -f v • # # # # 

RE: Marketing Compensation - GLX-258 

Gentlemen: 

, This is to confirm to you our irrevocable undertaking to pay 
to you compensation in connection with the sale by us of ten (10) 
Lockheed C-130 Hercules aircraft to the Government of Saudi Arabia 

under Contract GLX-258, as follows: 

• « . 

. 1* A sum equal to three percent (3%) of the purchase 
price of each aircraft sold, plus 
• / 

.2. The sum of $75, 000 (seventy five thousand U. S. 

dollars) for each aircraft sold. 

The compensation set forth above shall be paid to you pro 
rata to our receipt of payments under the terms of the above mentioned 
Contract GLX-258 and shall be paid directly to your account at Swiss 
Bank Corporation, Geneva, Switzerland. 

J Yours very truly, 

/ . 

/ LOCKHEED-GEORGLA COMPANY 
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J.~ 1C. 
W. V/, 
G. E. 
R. R. 
PL'i 
CF 


Ar,eliorH 
Cxvden 
Mvrtli 
V/ltt?/Cerlac 
ru ? i^" 


b 


a 


KPT S t T»*AsJU>*<5r f’^iv ■ *-n rvovicMr. letter CY'!/'12 
dated 11 'Ti’.rch l.v/4 wMoh nhoutd bo rerv.oved 
from year fibs mid destroyed. 


5 April 1074 


.* . V 

fy 

"'V; 


■3 


mvbsu EOTAEiwinnswr ' .: 

.7 c/o >1* Ccrard Eclselor 

4 rad da Meut El«io .. tV “.. ’ l, 

Cceeva, Jviborlaad i* 

■PJSi . J l!ar5tcibj Compeasattoa • GlX-253 

‘ Gentlemen: . .• *"■. •■% 


G74/410 


.. ... *.-*v.-V • • 

:-* ; r vv /:#*-. ;•* 7 

/* • j / v • 

i* *,.• •. *» 

*/•; v . ’ ‘ : . 

. * ' r- 

/v ; f s/:;;Y; r 

. • •' *' •* *• . 
- '•' .'• T‘ . ■».» . 

. . • Jm , •,% *• 


/_• TfcJc Is to confirm to you cur irrowablo tuviertaldr?: to pay to yoa 
coaapaReaoIon la coencction ft® sab fcy ui o! tea (10) l.oe&ood 
C-UO KarciJos aircriit to t;«.o Covora*voai of i-aual Arabia usder 
^Cceitract o LAI-2 o 3, so lUlcwai 


A sam oq*c»l to tbrao **re«nt fl?:) of t'io 

of v«otk lurc.iuv «viu, plwit 


f • 


y 3* , ..The sura of $73.00;) (lovactv-flvo thousand U.S. , 

* a dollar a; for each aircraft eoljl. , j V" *' 

Tbo corr'peanaticu cot forth afcovo shall bo i^.id to you pro rata to 
oar rc3ei;ift cf paynarts usder the bras of las &bovo oicr.tlooed 
Contract and chill bo pda oiroctly to your account at 

ifcrias Ikuu Ccrporadoa, Cooova, brdUarluad* «• 

: ' • V. : ' V' •• •..■•. .' •■. i -''?• 

• .. Ycun vsry truly, 

/■'•V -. •' • • .. u-cksesd AticatiT coaposATic:? 




a>*. T. Cxcsi.wtt# Jr* 
Attoni-jy-io-lcet 


UTCtPLM.fp 

coi *<r. James C. Vair 

T*?<ir^ •it'*®*,! V, f *. 
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- -‘TWO} (iVl'KKNATfpNAL ALWitsr.n# , 
W P.O. Box 1 HO.'M M 

Beirut, Lebanon 




March 4, 1974 


- *.*'•*/ 

Lockheed-Georgia Company # • 

Marietta, Georgia 30060 . ■/ 

Attention; Mr. P. L. Martin • ••• • * . 

RE; Assignment and Irrevocable Instructions . 

Gentlemen;* • ’ *'*'** 

w \ • . * 

• i 

Notice is hereby given that the undersigned Triad International 
Marketing S. A, does hereby assign, transfer and set over unto 
* SAVERLV Establishment, c/o 3\1. Gerard Boissier, 4 rue du Mont 

Blanc, Geneva, Switzerland, said assignment to become effective upon 
your receipt arid acknowledgment and consent to this Assignment, 

.. that portion of the compensation which is payable by you to Triad 
International Marketing S, A. under Letter Agreement G74-125 
which is equal to the sum of three percent (3%) of the contract price 
per aircraft plus $75,000 per aircraft sold under Lockheed Contract 
GLX-25C with Saudi Arabia. 

’ . You are hereby kindly requested and irrevocably instructed 

to pay said sums, as they become due and payable under Letter Agree¬ 
ment G74-125. directly to SAVEIUA Establishment at its account 
with Swiss Bank Corporation, 2 rue de la Confederation, Geneva, 
Switzerland. Please indicate your acknowledgment of and consent 
, to this Assignment and your agreement to make payment of all 

assigned compensation directly to SAVERIA Establishment by executing 

both copies of this letter and returning one thereof to us. 

» ■ 


DISTRIBUTION : P LMartlmfp (3/13/74 ) * . • 

J. K. Anew* . fiOTCt PcJy or>o copy (in Ucu of taro) of thU lottor 

PLM Kile _ _* recalled tr*xn Tried. 

CE 

. . Lcprt tulrittd that U was oci necernnry 

to o‘ .i the V:C , .rr.:lcO w 'oa'CLt O^Aoc.t” 

CJ 4 Vy3 ■»« 
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You arc further kindly requested to advise said SAVERIA 
Establishment, c/o Mr. Gerard Eoissier,- of your commitment, to 
make the suspect payments in a form consistent with the attached 
proforma letter. 


Very truly yours. 


JCM:pt 

Encj 


TRIAD INTERNATIONAL MARKETING S.A. 


/James C. 


IVIuir 




Acknowledgment and consent: 
Lockheed Aircraft Corporation 
on behalf of its Division 
Lockheed-Georgia Company 


By. 
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LOCKHEED AIRCRAfT S5RYICE COMPAMY 

* OIV'VUH or tOCKNi.S *■!». <•**» <OMfo«*noA 
ONTARIO INTIHNATIONAL AlH^OHr ONTARIO. CALIFORNIA 91 7K 

r. O. OOK 33 

Sep£dtabor 20, 1974 


Lockheed Aircraft International A.G. 
1, Place Longcmallc 
CH 1204 Geneva/SWITZERLAND 


Subject: Technical Assistance Services 
under Contract LAC M-G7-9 


Gentlemen, • 

Under the above referenced agreement, and more particularly 
its service order dated December.22, 196S, you arc .paying us 
for certain technics^ assistance we perform on your behalf. 

We are requesting that you pay for our account the following 
amounts totalling US$14,762,971.00 due uS from the down pay¬ 
ment received under Contract C 94/1^11/1/Ap (LAIAG/SAR/5087) 
in the following.manner: 

* / 

1) -On September 26, 1974 transfer to the 

Swiss Bank Corporation, 2 rue de la ' 

Confederation, Geneva, for the atten¬ 
tion of Mr.Sunier the amount of , US$ 10,500,000.00 

• 2) On October 2, 1974 transfer to the 
Swiss Bank Corporation/ 2 rue de la 
Confederation, Geneva, for the atten 
tion of Mr.Sunier the amount of 

3) On October 3, 1974 transfer to the 
Swiss Bank Corporation, 2 ruo do la 
Confederation, Geneva, for*the atten 
tion of Mr.Sunior the amount of 


US$ 14,762,971.00 


3,000,000.00 


1,262,971.00 


Please advise us if you arc in a position to do the foregoing. 


Sincerely yours, 

LOCKHEED AIRCRAFT CORPORATION 
for its division 
* LOCKHEED AIRCRAFT SERVICE CO. 
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IN T t ft PE ? A RT MENTAL COMMUNICATION 
T. F. Morrow - Corloc 


DMT 01-02 


ZONl 


Bldg 

61 t>ATt September 24, 19/0 


mom N. C. Ridings .. ^ omt. 69-51 • zow 11 i*t. 42341 

SUUtCT; ’’ 1 ' * 

In response to your request, t'-.e tuiV j is a brief summary of my knowledge of 
Jim Zond: 

Zand is approximately 47 yea.*: uborn of Iranian parents in Jordon, but moved 
bock to Iran at an early age. * Us g.ew up in Tehran, attended the American School 
In Tehran, ond completed one year of medical school prior to coming to the United 
States. During World War II Zand worked for the American Army in Tehran, and 
due to this association with tire U.S. Army was able to obtain passage to the U.5. 
aboard a Liberty Ship in earL .,£*. ’ . 

At the time of departing for fhu 3., Zand's plon was to come to the U.S., tour 
the country and during this tou:.r !„c! o location in which to establish a business - . 
He departed Tehian with S3,0C'S*. his pocket, but by the time he completed his 
tour of the U.S. ond selected CVk.mbus, Ohio, as the city In which to settle, he 
started his business with a copi'c ! of SI ,803. Prior to leaving Iran, Zand felt 
thot there was a very good futuf'; in selling road building equipment in Iran, and 
he established a company with two partners. Their agreement was that.Zand would 
come to the U.S., establish on office, ond obtain the distributorships in Iran for 
U.S. mode road building equipment, ond his partners would take care of marketing 
of same in Iran. Approximateiy two years later Zand bought out his partners, and 
since that time has owned outright Diesel Pov/er Troding Company, Tehran. From 
a rather meager beginning Diesel Pov/er Troding Company is now the exclusive 
distributor in Iren for several U.S. companies, some of which are Euclid, Detroit 
Diesel, General Motors Diesel Locomotives, Gallon road building equipment, 
Ingcrsoll Rend, Clark Equipment, etc. He has sold 287 General Motors diesel 
locomotives, in fact the roilr-ads in Iron arc 100% equipped with General Motors 
• locomotives. He has sold over 700 Gallon road graders, plus many of their cranes, 
• rollers, etc. He does considerable business with the Iranian Navy v/ith his Detroit 
Diesel products. He hes provided the Euclid equipment for some of the major 
hydro-electric projects in Iron. 

In Tehran, Diesel Power Trading has a downtown office, and the main plant is 
located on Korcdj Rood, approximately ten kilometers west of the city. The Karadj 
Road orcc has been sot aside os an industrial park area. They hove an office staff 
of approximately 30, ond I do not know how many ore on the shop staff. I hove 
toured this facility end they have complete capability for overhauling and re¬ 
building all the equipment which they sell except the diesel locomotives. The 
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equipment In inventory is on consignment, bjt the spore ports inventory is owned outright. 
Diesel Pov.er stocks spare ports ir» Iren for all equipment they sell, and from a tour of 
this warehouse I would estimate they hove well over $1 million of spares on the shelf. 

Diesel Power is not the leading company in Tehran, but it is a well established, organized, 
ond from all appearances, an efficiently run organization. 

Zand is now end has been for several years a naturalized American, married a girl from 
Kentucky, and has a family of three daughters that reside in Columbus, Ohio. He 
travels extensively between Columbus ond Tehran, probably averages one trip a month. * 

From my observation in Tehran of Jim Zand, I would say that he could be rated as strong 
in the Ministry of Roads, strong in the Plans Organization, well connected in the finan¬ 
cial community, and very well acquainted with Dr. Sami'i, Governor General of the 
Central Bank. He is especially strong In the Prime Minister's office, as Prime Minister 
Hovedya is his cousin. Also he is well known in the U.S. Embassy, by the Ambassador, 
Commercial Counselor, etc., and by principals of the National Iranian Oil Company. 

Zand is not, to my knowledge, well known In the aviation community of Iran. His 
business to date has net required him to become involved with these principals. But, 
the man is an astute businessman and, given a charter, in my opinion he is capable of 
doing a creditable job. 

Regards. 


NCR:ma 



Ned Ridings 
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. i^fw« w~r> tie.* iorcia c o m r a h i 

1 /n ff:0?PARTMLNTAl COMMUNICATION 
T /> N. C. Ridings 


Ad'diblT; MVAU DATA 


turn 6V-5Q iohi 



1 1 1>AU 


j. A. Davidson „ our l/.MESA ioni w. *\T/bh 

s»»hm MI.CIAI. ACCOUNT/ 

Durfiif/ negotiations leading up lo i^fcbrisc *A o 

_ , a number of questions v/erc roC* J os to what could be done with spores which were 

then In stock for .There were mon/ reasons ot the time for our wishing 

4o keep top Iranian decision niokurs oj happy os possible. 

. Some of the other ib irons revolved oround additional C-130 foies anti, 
os you know, that possibility did irtolLdulize Into o substantial purchase contract. Tor 
whatever reasons, o number of spore ports were accepted by Gcloc and presumably credited, 
or replacement ports were issued. In the cose of certain other ports, Golac agreed to try to 
find buyers, in some coses parts were probably returned to the original vendors and some 
omount of credit given on the purchase of additional items. 

During the process of these orronncr.ients, a separate account was established, ostensibly 
for emergency parts requirements or other special purchases as desired by 

. This account was administered by the Gelac finance organization end the 
Support Manager outhorized expenditures against it in accordance with instructions from 
. I personally do not know oil trie details as to how this account 
was established, and haw many people were aware of its existence, '’However, presumably 
there were a number of people who hod and do have knowledge of it. 

During my lost visit to Iron, gov* mo o list of items which he wished 

to be purchased and charged against that special account. Ho olso instructed that upon 
completion of these purchases, this account be closed, am! that any residual Funds bo 
returned to him in Iran in U.S. dollar notes. Due to the timing of the 'request, 

and the personnel who Wore nearby, it turned cut to be impossible for him to give mo written 
instruction; h»r closing cut tins account and disposition of the funds therein. However, he 
did Indicate that wltatever documentation Lockheed wishes him to sign slating that these arc 
indeed his wishes, would be acceptable. 

Obviously, this must be handled with tire utmost discretion, and the international moils 
to and from Iran absolutely cannot be usau for correspondence on tins subject. I have 
discussed the request with hch Crawford, who replaced "Rod" Edwards os manager 

and who currently administer* this ; articular account. Bob in turn 
notified Mary Gentry in finance of the wishes. Mary's response was that she 

would not disburse the Funds in this ctcru'ni without specific instructions from someone 
"higher up' . 


lgci:i;j-.[-;d ndv'.va data 
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I have discussed the tiieoticn s.ilh Charles C edit an, v.ho indented ho l/Ocl no objection 
to closinj out the i.ccv.ucf in cccon.unce’ v.iiii Ini wishes, but i.u;*jc;ted tlv.it 

Inc mailer v.cuid uhh.ialely end up on Jim Ftjarty'* ». e:h, ond that Jim should be my 
next point of contact lo explain ilic situation. 1 went lo royalty, explained what the 
liuJ cshoc, end the revvj/t-.i! woj <• v.ry definitive urn! emphatic "no*'. Jim's 
reaction v.ai that lie did not wo.it his people involved in any (i.untwr in this metier. 

I explained to Jim Inal, ur.feiiimareiy, they uro in’A.ivwJ end hove been for opptoxlr.i- 
atuly the loot two years, c:t J tl.nl n*y *,nly inmast ,t this point is in either trying lo 
oc commode, to the* fwooest ond close out the matter, or to determine procUoly 

why I hot connot be. done ond \.!val the alternatives are. Jim said that ho did nut with 
to discuss the n.otter, enJ sujyastod th-.t I refer it to irhe "foreign intrigue channels, 11 
I cskuJ Jin to cxploin v;l»ot he meant. tic sold, 'Take it to Nod hidings end Dill Cewdon.' 
After I explained tlmr neither icidlnjs nor Cov/Jen is in town, ho suggested I talk to George 
Kolember about the problem* 

I hove explained the problem to Ceci^c, v/ha feels of course that *otr«ethhvj must be done 
to respond lo the request, ond (hot our next move should be to draft o receipt 

which v/c would ctsls tht lo sijn. The* receipt would have lo survo two purposes 

obviously. First, it would have to serve us cstuionca to Lochhood-Goorgla Finance people 
that the courier, whoever ho r;.oy be, hod indeed cdlvcfcd the funds. Second, It would 
provide s. i - measure of proti.ctkn for the Georgia Company lo show how too funds hove 
been disbursed, ond upon whose iva,uctt it was done. 


In view of the attention ond spucuhilkn items of lids nature tend to cttruct, os we 11 cs 
the ottltuda enporent on the f/.iri of , ur Finance organr/otion, I feci somewhat oppfeltr.nsivo 
ot beii'Q invutv&d i»i the trail;action, bui ;ae no ooty oiiwrr.aiive, since the did mc.ho 

the request lo me, end to evoiJ embarrassitu nt the s-^ol must bo mode eltlmr :>y myself or one 
of thy ether one or Ivo persons that the new !■ no we l»ovc access to thy occcunt. To 

Introduce somtonu else ot this point would make it obvious lo the that cur security 

surrounding his occount was something less than ho had boon led to Lull eve. To send him a 
chock, which v/ouid certainly be iho cosicsr solulloii for oil concerned, does not answer the 
problem, bt cause lie could nut negotiate a chvck. 


As the situation now stands, Ceorje onJ I Intend to compose wisest we think should be c\ 
sotLfcctory receipt fur tijiiafuro by the end ihi.i hove that receipt reviewed by 

Coc!i:er», Fogarty and Dove Crocb«,tr. V.'o will tlmn solicit their advice cs to how to proceed 
with this matter. 


.4 


a 


.'S-r 


J. A. Davidson 


JAOm.a 

cc; 


VV. \7. Cov.di.ri, f 1 . F. Dobbins, ft* D. Roche 
G, M. KoLmb^r 


A6.*'!.1 


n:iva;c daia 
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REQUEST for CHECK □ DISBURSEMENT Q 

/»o*mu;hi _________ 


^ originating ci^r ORCN 

69-50 


ftccucsr PATc 

11 - 1-72 


WHEN ncQumio 

ASAP 


AMOUNT 

Fifteen thousand and no/100 


15,000.00 


PAYAOLC TO 

J. A. Davidson 

AOOAESS tocfc hVoo‘“Ati a frCfff pT-(M fd-Fasr StAt)- 
P. O. Eox 66-1465 

Tehran, Iran ___ 


DISPOSITION OF CHECK OR FUNDS 


□ 


APPLY 

□ A0AIN*T 

advance 


EXPLANATION 

Commitment due for Center Wing replacement for nine 


IIAF C-120E*s 


(1DC Ridings to Fogarty dated 9-27-72) 


CHARGE TO ACCOUNT/WORK ORDER NO. 

2-7J12 



1 
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iccs;i;:to rr.iv/4c data 


.tNTAl COMMUNICATION 

•v 

... C. Fogarty 


I 


•i*r. 81-0) *•*•« 41 •*»« Sep). 27, \772 

... v ;• 

6: -• 


mom N. C. Ridings 69-50 *«** U <*» 2341 

wijtct'COJ/MITMENT D'JE FOR CENTERING REPLACEMENT ON NINE IIAF C-133E'$ 


r «c The attached ICC mode a matter of record o commitment cue under Amendment One to 

Contract GLX-21S (replacement cf nine center wins* on IIAF aircraft). The IDC established 
a contingent liability fjnd of $33,333/ which had been included in the pticc end wo* over 
end obovc oil other commitments. Cur commitment cn this connect hes rvow been firmed 
with the party involved, end cur total commitment is $)5,C33. The party involved bos 
requested settlement cf this commitment ct the ccrjiest possible cote. V/ork undor this 
contract has not been completed, but os of todey v/c have collected In excess of $703,000 
In payments, therefore 1 recommend we proceed with settlement of this commitment. 

It Is requested that Flnonce Deportment prepare the receipt which they will require end 
forward this receipt to J, A, Dovidson in Tehran. For transfer of the .r.cney, Finance 
Department could transfer to the Lockheed office In uctrut $15,033 far Dovie’san to cenvert 
to ccsh, caliver to the petty involved end cbtaln the nacowary sir-nature on the receipt. 

If for lore reason Flr.onco Department roe; r.o) to t.msrar money to c.naihar Lockheed 
office, than they could moke o coble transfer to c Ecirut benk for Davidson. The loiter 
procedure v;cs previously used in scitlcnent of mother commitment. 

Prior to Crockett's departure cn his present trip, rcttlc.rc-nt cf this commitment was discussed 
with him, but ho reclined to hand rorry the settlement to Tehran. 


An early settlement cf this commitment would be o^rcclotad. 


/*. 


NCRmm 

Approved: 


/!'( ! 

V/^ v/. CowTcTT" 


# q i 

A— OT 


i, M.-.r \ 

fc: J--*- 


... „ <9 .. 

N. C. Mines / 


tt. D. .tocr.j r ~" 

ccr J. K. Anchnu, V/. W. C&v.den, J. A. Dcvlthon 
A1.1.1 A6.1.1 
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y\ o ( n i> ( i t> • c ( o i c i * c o m r a h t 
^0 Cr.DCPARTMINTAl COMMUNICATION 


0. T. Croc’sett, Jr. 
R. l>. Rocha 


53-05 ,ON< 
93-23 



32 OAT< 

43 


HO M 
JUWCTt 


C. P, Cochron 


95-22 


503 


45C67 


On Wcdmsday, 6 Juno, Ned Ridings wes phoned b/ DoS Mitchell cod quorled os to why our Iranian Con¬ 
sultant v»cs not o parly to submittal cf our ptopesel Ned gave Bob what Information he 

hod ond Mitchell rcrjusjiod thot I cull him later In the day. I did, end what follows ore certain facts and 
comments c«i (Ms rr,otter since I feel thoro will be n.oro said by Mitchell fn Ins neor future. 


Mitchell was called at home on V/c-dnssday morning by Jim Zend. Zend told Bob ho wes concerned to 
have learned that Cclac hod submit ted to a propascl which had not been 

coordinated through him. He suggr.sled to Bob that Golac might be' trying to cut him out. M 

Zand dees not have o Product letter on the . for Iren end nevar has had, 

Nearth*.!'.**, Mitchell laid mo end Ridings that the “Corporate understanding" with Zand Is such that v® 
should consult with him on any proposals moda in Iron end only by prior agreement Is he not entitled to 
compensate*! for any products sold iharo. 

Our co.Jf rrcoosaI for this contains a provider* for a consultant's commission of up to C We 

did not'cantomplate payment of or/ of this errount to Zand. It wo; felt that any cbligaiion we might hove 
•would b® toward . The knows v.t> have this fueling but no cr.ount cf ccr. fcr 

satlon duo wes r.cnctiutnd with him. Rather, the told Davisson (who hos handled all discussions 

with the I that whatever Messrs. Davidson end Cochron felt was proyjr would bo satisfactory with 

him, //.Itcholl seemed to f<ol that the should bo sat!*.fled v/Sth $10,C-DO - 539,0/3. t disagreed 

and stated that besad on discussions with Davidson Icvt Dcccmbor, r/e felt ths ond his cssoclotes 

might require up to $ 125,033. 

Mitchell was surprised and disarmed to loom that *hls men' 1 Dcvic'::n lied been tho foed point of cu»* 
action on this mu tier. Ho was ofso svrprl;->d to learn that oil conversation* with 

hud Seen by CavL'.o.i, iiol by Geuc. Of course, this Is is it sho;ld bo. 

/ f 

I fold I'ab thot I fcol we don't r.red the help of Zc*id end his associates to bring obout this sale. If It 
Cwlosjf d.iire that he be currperr.c’.ed, a cormlticn cf tile c^vp-mrcticn must ba that ho remain Inactive. 
Puriiwr, he r.-'jJ not ho awere that Is In coy Is in rny way Involved. It is eho 

critical lh:«l I’sol ho laid that Jim Zend wes»swarded on this transaction, if it 

cor* os about. 


Tub raid l.o would discuss the matter with Ccnl-jy end Davinrn on: would tdvir.c re of Us ffnJir.p.c end l ! r 
Oilicn Ic'c^n. Toward the end of I.V.* v.et-Jt In wj.^ien, c.*:bd uldln .s end c *•':»: o' that f.Idirv ; hev 

- prr.piireJ << f'rodu:! letter for for />;n:l, li.ls l.obr \-.*s to provide payment of W\: of t‘r.* t:«b 

frir.s of <:?.* less my corrmbnor; paid la ci.oth-jr party, b.f would provide cl loo-1 I ~ 1-)//*!• b 
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Zond. Tho solos prlco Is . Without telling Mitchell that i hod hccrd from Ridings, I colled 

j fob to follow-up with his discussions with Zond, Ccnloy end Davidson. Ho told mo essentially tho sane 
! thing that ho told Ridings. 

Yesterdoy, Davidson colled to revert that hod directed his poodle to proceed with tho procurement 

and tho contract should be signed within two weeks. Curing that tolecon, Jack reported 
hit side cf tho conversation v/ith Mlfchcil which resulted from Mitchell's Iclccons with mo, Zend ond Ned, 
Ho hed Cf::-r.l icily told fob thot he didn't need Zend # _ ond didn't wont Zand , 

Further, that ho foit tho M Corporoto understanding", which I rorVrrod to above, was unworkable end nejcjd 
alteration. Apparently, Us, KotchJon ond Duono V/sod v/cra In Vehren when /Altcholl's coll come In so 
Jack Ivas told Uotchlcn hi* views, This cause* n.o to feol there will bo further c cover sot! on on this re tier 
at the Cerpareto level within tho next soverol days. I tcld Jeck wIkJ AMirchoIl hod directed v/c hove 
accoTplishod In o wey of o Product letter end ho was strongly opposed to tho execution of such on arrange¬ 
ment, ~ 


C» P. Ccchran 


CPC tom 

cc: \V, W* Cowdrn 

Id. C. Ridings 
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ACK dist. 2-27-74: 


Za-nd 

Consultant 
Columbus, Ohio 43215 USA 


W K Wilson 


Residence: 

3929 Fairlington Drive 
Phone: (614) 451-5855 
Telex: 245-372 

January 30, 1974 

*- • * (Dictated by J. J. Zand 

by long dislanco from 
Europe, 1-30-74) 

^ i *• * 

Mr. A. C. Kotehian, President ’ 

Lockheed Aircraft Corporation 

Burbank, California 9lb03 . 

My dear Carl: * 


Office: 

50 West Broad Street 
Phone: (614) 224-5264 
TWX: 614-759-0434 


After your pleasant visit with General Toufanian in Columbus 
and my visit with you in Durban<, I delivered your letter 
addressed to the General to him and had a long discussion re¬ 
garding his presentation and support of the proposal >to His 
Imperial Majesty. I an certain that the General will do his 
very best to obtain authorisation for the investment from 
His Majesty. 


General Toufanian was somewhat disturbed by the rumors heard 
from various.individuals during his visit in the United States. 
I think that we must have a counter attack prepared so that 
financial problems, if any, will not affect the implementa¬ 
tion of this important project. 

Having assured myself of General Toufanian f s support concern¬ 
ing the proposal, I proceeded to St. Moritz where General 
Khatami was vacationing, and reviewed the subject with him in 
great detail. He advised re that while'it is Majesty was only 
thinking of six units, he would recommend that the !I AT can 
absorb and ne**ds to purchase ton units. Ho will also bo our 
ambassador of good will, and prone to the acquisition by USAF 
of the uni is Tr.c-y require, when General Bro.-.n visits with 
him in Tone ran s w» 7ir? this Spring. Tnis is extremely 
import int, as no has already received indications from 
Conerol Grown that the li.VAr is inclined towirds the acquisi¬ 
tion o; a number of C!3’s and I very .much noping that dur¬ 
ing General EVown’s visit in Tc: or\:n, If:.; subject of invest- 
men f will h:ve been sufficiently i rc»'od out ic> warrant 
negotiations *> bo conducted with General Brown. I think you 
v/ill agree that this wi I I expedite the crystal i \at ion of the 
project in:' eosur.iol' 


185 



1126 


**» 


While in SI. Merit/., ! also met with Minir.ter of Economy Ansari 
and verified that ef this lime ho is no I involved in I he de¬ 
cisions concerning such projects, hut should he become Involved 
at a dater dote, I insured his cooperation. 

r 

Nov/ 1 am proceeding to Teheran to make sure that the project 
will be equally well supported by other IIAF officers and 
will report to you upon returning to the United States during 
the second or third week of February. 

You will be pleased to learn that based upon my in-depth 
planning, I now feel that we are In a position to provide 
all-base coverage and secure maximum support and results 
within the budget of eight million which we discussed at 
your office. I shall need four different letters of agree¬ 
ment which I will outline for you during my forthcoming visit 
during the middle of February. 

The February II meeting in Columbus has been called off due 
to the involved nature of the energy situation and the need 
for Dr. Fallah to be near his boss. 

My optimislic forecast and prognosis continues to improve as 
we continue to work cn this Important project and I am 
hoping that before Spring is out, we shalkhave materialized 
It, thus continuing our service to Lockheed. 

Sincerely, 


J. J. Zand 



PrisciI la Meier 
Execulive Assistant 


JJZ/pm 
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/. J. Zand 

SOWwl Bro*<J Slfttt • Columbus, Ohio 43215 • U.S.A. 


A I R M A I L 



X 

Hr. A. C. KotchI an, President 
Lockheed Aircraft Corporation 
Burbank, California 91503 


CONFIDENTIAL 
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February 10, 1974 


Kv. J. J. Tni'.d 
50 Vest Broad Street 
Coiir-bus, Ohio 43215 

Deer Sir: 

You, your operating companies end others working with you, in 
consideration of and in reliance upon the premises end represen¬ 
tations we have cade concerning compensation to be paid, have 
performed services for and on behalf of the Lockheed Aircraft 
Corporation. This letter vill confirm the understanding vc have 
had with reference to the compensation to be paid to you and those 
working with you for such services. 

As compensation for those cervices performed and to be performed, 
Joekhced vill pay you end those working v:ith you the total sura of 
Jo,000,000 sub3cct only to the condition herein stated. If the 
airplane known as the C-5 Gala:.-y, ary codified version or model 
of the C-5 Gala>y, or a later model airplane of the design of the 
C-5 Calacy, regardless cf its descriptive designation or identifying 

number or name is pieced in production, the payment shell be dues- 

If no such airplane is placed in production for 0 * period of two years 
after the date hereof, or if the services you and your associates 
hove performed prove to have been irrelevant to any such production, 
the payment herein provided for vill not bo dv.c er.d there vill be 
no compensation paid for the-services performed by you or others 
irking with you. 

If production is begun on any airplane so that compensation is to 
be paid try Lockheed pursuant to the terms hereof, such payment 
shall be cade as follows: 

5Op or.c year after Lockheed authorizes the commencement 
„ of production, and 

5055 tvo years after Lockheed authorizes the commencement 
of production. 
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Tour additional letters ore bein'; sinned concurrently herewith, 
coch of vkich provides for payments under the terms herein 
contained but coch for o sua less than the r.ioount herein stipulated, 
nhc total of the cwss due under t:K>se four letters equals the amount 
shown herein end it is understood that said letters merely provide 
for breakdown of the total set forth herein end do not provide 
for sums in addition thereto. In short, tlie total cun due you and 
others for compensation shall be the ^3,000,000 herein stipulated 
recardlcss the number of letters vhich isay bo \;ritten. 


Very truly yours, 

L0CKIEI2) ABKEAF? COaPCSATJOif 


J>/_ 

A* Carl hotchinn, President 


189 



m m rt{ NA£&f/J4*~ MAA&M6S 


1130 


W. W. Cowden 


r N. C. Ridings 

AGENT FEES ON FMS SAUS TO IRAN 


69-50 


Juno 27, 1973 


69-50 II 42342 


Through our Washington Office, I have been Informed of tho following development regarding 
FMS soles lo the Government of lian. 


Purina General Toufenian. 1 * recent visit, he informed DOD/fMS p ersonnel that In tho foture 
ogent fees would not be an allowable cost Item on any FMS isles to Iran. Thu General stated 
thof his instructions were from the Shah, tho re fore, the subject was not open for discussion, 
kunderstond that DCO lawyers oro studying this regarding conflict. If ony, with current 
provisions of the ASPR (Air Force; Procurement Regulation). 


•M/ Cfrrorjtly has o commitment to pay our Iranian consultant, s{jnvacq ) o three porcent 
fee orr C-I3J7 aircraft said to the Government of Iron undor an FM5 case. As I Interpret our 
ProduotJjwer, It contains no provision that would relieve us of this commitment If it Is not 
recognized as an allowable cost item. 


We have not sold«jny C-130's to Iron under an FMS case In several years, but w« did recently 
quote two C-130H's to DOD/fMS for Iron. V/o have olsa proposed these some two aircraft 'o 
Iran on a direct contract bcsis^ plus four additional aircraft if desired. At *he present time, 
tho outlook is favorable that Iron wlU.entor ocyircct,contrast with us for a quantity of two 
to tlx additional C-OCH's. Cut, if Iran shouldmakVbn FMS cose for these additional C-130's 
ond the Shah's Instructions prevail, we hove a problem. 


0 
> O 


NCRjew 

cci J. M. Chamber loin/j, N. Mcfherson 
^ D. T. Crockett, Jr, 

* Lee Martln^^ 

R, |. Mltchc Il/Corloc 
C. B. Monro/Woshington 

Al.6.1 

A6.1.1 



■#> 
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50 10M I 0A, ‘ Juiy iu, 1**0 


N. C . Riding'. • «”• 69-50 *<>"« 11 IXT. 2341 

AGENT TECS ON FM$ SALCS TO IRAN 



I DC from Ridings fo Cowdcn, doted 27 June 1973, some subject 


I received o-copy of the attached cable discussing agent's fees on FMS sales to Iran 
from A$D:tSA (SA)/DSAA, and am passing it along for your information. 



cc: (with attachment) 

J. M« Chomberloin/ J. N# McPherson 
p, T . Crockett, Jr. 
f'T. L. Mcrtin 

R. I. Mitchell/ Corlac 
C. 8. Monro/ Washing ton 

AI. 6.1 
A6.1.1 


- J /V 

- j // . 



>.$ />- J */ <,»rfj 

if C~t?' ~i. 


7//?h?> 

J&fl* 

jr c (v/i / Jt / Y & c/j s 

C« /<> Mct* /* *> - 
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UUCI.AS r. F T 0 FU'JO 6770 • ’ ' 

rnor.j /iSo:isacsa)/osaa V- 

SUbJJ AGENTS FEES in IK AN FMS _ 

ULT S l A. C ARM I SH HAAG- I ft AN MSG, 23 1 33 l Z A?R 73CNDTAU, 

Oc CAHMISM MAAG IRAN MSG ,3-513332 MAY 73, C, AMEND TEHRAN MSG 3630, 
861361)62 mAY 73, * 

J, YHK SUBJECT OF AGENTS FEL.S WITHIN FHS HAS OI$"'JS$ED WITH GENERAL 
TOUT AH I AN, GDI VICE MINISTER Ur rlAR FOR PROCURtMi ?. T, ON 11 JUNE ?3 f 

2. IT MAS CECUM'- CLEAR THAT WE MUST VLTt/i UUH CL*’:RENT PROCEDURES 
SO AS TO ACCOMODATE THE SHAH’S I NSTn'UL T I ON S TO GZ'l TCUrAMAN THAT 
THfc GOI WILL NOT REPEAT NUT PAY THE COST OF ANY REPEAT ANY AGENTS * 
FEES REFLECTED 1 *' Y MS PRICING. 

3, AFTER Lcl.'* TCJ5ANIAN INITIALLY STATED THE GOI UDJcCTlGN TO AGENTS’ 
FEES/ OUR V IRS; RESPONSE WAS TO AGRLE THAT 000 CONTRACT OFFICIALS 
SHOULD NOT RUN DR AND THE GOI SuCLiLO NUT HAYE TO PAY EXCESSIVE OR 
IMPROPER AGENTS 1 FEES* THAT IS, f EES ARISING OUT \‘r >IHO THE AGENT 

IS AS OPPOSED TO WHAT SERVICES HE PERFORMS, THIS RESPONSE HAS NOT 
GUFF ICIt-V. . GtN TOUfAHlAN INSISTED THAT THE GUI j.ILL HOY PAY ANY 
AGI N T S • FEES. HE AGRLLU .ONLY THAT THE GOI WILL N-..T OBJECT TO FAYING 
FOR RLA-SUNAIU.E AND JUST 1 F 1 A b L E SERVICES* ACTUALLY t ERr ORMr.O IN CON- 

i’AGC 1 UNCLASSIFIED OOiOOIOl 
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003674 


Locum:ci> Aircraft Coih'oration , 



Mr. , J. J. Zand 
50 West Broad Street 
Columbus, Ohio 43215 


9 15 2 0 



Dear Jim: 


A s ituation has arisen which disturbs US grea tly. I have 
enclosed with this letter copies of correspondence between 
agencies of the U.S. Government which Involves the Department 
of State, Department of Defense, and Department of Commerce. 

A literal Interpretation of these eoratmicatl ons sugges ts 
that anv U.S. company that employs an Iranian representa tive 
afr^sf <r> ryf-F-orinv products and services for sale to the 
Cou ^maent of T rap rnne -a con siderable risk of being bar red 
from doing business in Iran. 

—_-- * x 

If the communications truly reflect the policy of the G overn- 
np" f of- Iraq, it our opinion tha t all parties concerned 
stand to sacrifice valuable benefits. 


^oin t arc our Earth Res ources Program a nd the Re mote 
Area- H ealt h Care Pr o j - o ct, a s w a ll as o th e r Lockheed-prod ucts 
and services. In the two examples cited, your knowledge of 
the needs of 7ran, coupled with your familiarity with Lockheed 
capabilities, enabled you to recognize an opportunity to form¬ 
ulate programs which will benefit both Iran and Lockheed. Not 
only did you conceive the programs but you invested your own 
resources, such as paying transportation costs for Iranian 
doctors to visit a Lockheed installation in Arizona. Notwit h¬ 
s tanding your important contribution to these projects, if t he 
Tnfornatlon contained in t he enclo sed endin'{rat ion accura tely 
sTatc^ :iUc-pull ' ny--gC rtheICov e r iLaunL of " Trenr; " the r e la -no way 
" ye ran coapensatc you for vour services without risking expulsion 
from 


> 


- more - 
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2 -r i.av e 

lng rcprcsencacivcs to assist U S m*, • * re 6 ar d to employ- 

dealings with "che Covernaenc! U ' S ‘ C ° apanics ln ^eir business 


Att. 


Very truly yours. 



Williaa R. Wilson 


19S 
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Assistant Secretary of Defense 
Washington-?). C. 20301 



In reply refer to: 
1-1915/75 


MEMORANDUM FOR SECRETARY OF THE ARMY 
SECRETARY OF THE IIAVT 
SECRETARY OF TH E AIR FORCE 


SUBJECT: 



Jhe—COI- hao again -ma de official representation to the embassy "to 
th e effect that th e GOI would not tol erate American b u siness ji caling 
t hroughj i ^ents In their atrairs with the c6 lT Thee* can.h* nn _doub t 
that —the COI is .serious in this setter a n d any A a &riiLaa--fixa^au ght 
< trr~v^4^tXQi ^_of t his prohibition can be excluded from doing business 
in Iran.*' (See attached messagej • " *—“— 

- x 

Request you insure that your departments continue to make all con¬ 
tractors aware ci the GOI's opposition to the use of agents. 


We are particularly concerned that all civilian contractors be advised 
of the GOI strong views on this matter. The COI policy applies to 
direct commercial contracts as well as those under FMS. 


is/ 

Robert Ellsworth 
Assistant Secretary of Defense 

\ 


Attachment 
as stated 
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Juno 19, 1975 


Mr. William R. Wilson 
Senior Vice President 
Lockheed Aircraft Corporation 
• Burbank, California 91520 

Dear Bills 

Before replying to your letter of May 13, I decided to explore 
Its contents with the U.S. Qabassy in Tehran and Mr. Parvis" Raji, 
the Special Assistant to the Price Minister. The net result of these 
meetings was the aide memoire dated June 3, 1975 from the Price 
Minister's office which was delivered to the U.S. Embassy, and of 
which I enclose a copy. 

As you will observe, this aide memoire clearly distinguishes 
between a legitimate businessman operating a legitimate business 
and fulfilling his function in a responsible manner towards the client 
in Iran (whether it be governcentsl or private entities) and U.S. 
industries for which he functions as an authorised reoresentative, 
versus five percenters and influence peddlers» 

Throughout th* past twenty-eight years I have been entrusted 
vith the function of representation for a significant segment of the 
U.S. industry operating in Iran, and at all times have conducted nysalf 
and ny business in a responsible manner. Consequently, over the yeers 
I have built a reputation and credibility, and the services rendered 
by ryself and my company have resulted in a substantial volume of 
business for the industry I represent (including Lockheed) and the 
complete satisfaction of our clients in Iran. 

I trust the contents of this aide nemoire clarify the questions 
outlined in your letter to your satisfaction. 


Enclosure 
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( 


7 

Jtr.ie 3, (975. 


/ Tlicfe Memo ire 


‘ i4 circular issued by the Department of Defense * 

on the Conduct of American Business in Iran (ref. I- 
. 1915/75) seems to have created some misunderstanding . 
in certain American business circles dealing with Iran. 

\ . ... • \ The circular ivas issued after a conversation on 

v.... February 8, 1975, between Par viz C. Hadji, Special 
*•-. . ; Advisor to the Prime Minister, and Jack C. Miklos, 

///e US Charge d*Affaires, in tuhich it ivas stated that 
: ■ the Government of Iran would not tol&mte the activities 
j of middlemen, five-percenters and influence-peddlers in- 

\ * its dealings with American companies. . 

. . A Mr. J.J. Zand ivho represents the interests of 

* several American companies in Iran, including Lockheed 
; /•• * . Aircraft Corporation, has received a letter, from Mr. 

•* . ITtfZiam i*. Wslson, one of the Corporation's Senior Vice 

*. .. Presidents in which the Vice President, after expressing 

anxiety over the contents of the circular, states that " a 
. .. " \ literal interpretation of these communications (i.e. the 

circular) suggests that any U.S. company that employs an 
: ~ Iranian representative to assist in offering products and 
, ' services for sale in Iran runs a considerable risk of being 

" '' barred from doing business in Iran ... 

v ;) y/, V> ; / The letter further adds : ” If the communications 
*. (i.e. the circular) tmly reflect the policy of the Govem- 
[ m ment of Iran, it is our opinion that all parlies concerned 
stand to sacrifice valuable benefits". 

. Mr. Zand teas particularly irked by Ihe circular's 
* ‘ - reference to the term " middleman ", which he regarded 

himself to be, and a legitimate one at that. 


ms ■ 




J? ;? f} 


o/j 0 /. ff. ■ A . //I 
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It appears to Radji that both the substance and 
the spirit of his conversation of February 8 with Mihlos 
left little room for doubt as to the Government of Iran's 
objectives, and it is felt that Lockheed has perhaps , 
inadvertently misconstrued the Government's intentions. 
However, in an attempt to make its aims crystal clear 
and to avoid further semantic misinterpretations, the 

• position of the Government of Iran is reiterated below . 

Authorized, legitimate and recognized representatives 
of foreign firms , by whatever name they may wish to refer 
' to themselves — and this includes the term middlemen — 
are common to international business all over the world and 
are more than welcome to perform their valid role in Iran. 

: Iran's is a free and rapidly growing economy and it is not 
even remotely the Government's intention to do anything to 
. hinder the activity or the participation of foreign, and 

* particularly American, firms in the development of Iran. 

However, what the Prime Minister in particular , 
and the Iranian Government in general, will not tolerate, is 
the unethical intervention of individuals, whatever their 
station or business designation, who through unauthorized 
’ and under-the-table receipts of money, seek their otvn 
financial enrichment at the expense of the country; and it 
may be added that in such illegal dealings f the Iranian 
Government views the donor just as guilty as the recipient' 

It is earnestly hoped that this none-too-legal but 
hopefully all too clear expression of the Government's views 
will remove from Iran's many future dealings with the 
American business community, any unethical and possibly 
scandalous complications that could only do harm to its 
highly valued and constructive association with America:: 
busuiess. 
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INTrr.t>EPARTMCNTAL COMMUNICATION 
10 W. W. Cowu'un 


otn. '69-50 ioxc 503 Oku 


Juno 1971 


• row StanMcKinnay 


put. 69-50 ion* 11 *xi 4'S?6 


JUIItCT; 


On our recent trip to the Philippines, Eon Methvin end 1 net with the /AcCenn-Erickson area representative, 
Buddy Graro, ond oiscussod the propose PAT C-130 acquisition ct considerable length. 

Unlike most other P.R. typos with whom we deal, Euddy is cpporcnlly well connected politically, Pri^r to 
his McConn-Erickson service, Buddy was employed for three ycors by tho Filippino Govornmont in the 
protocol section of the President’s office, lids hes given him onlreo to [daces which, under other cit^um- 
stcnces, ho v/ould not have, buddy indicated that these connections could be put to use, at tho proper 
time, to assist our efforts in selling C-130's to the PAF. Ho said ho could not do ony good, her./ever, 
v/hilo our proposal remains at Air Force level, even {hough it is in the Commanding General's office. 

Whan it is staffed and passed on to higher oulhorlty, CodJy con then purportedly bring influence ts hear 
on the prorjrcm. In exchange for this service, Buddy indicated thot he v/ould not censtocr it amiss if 
Lockheed chose to remember him fincnciolly if ond whan the program is sold. Ho wo; told lhat if his 
services proved to Lo the catalyst needed to consummate the sole, he would indeed be remembered. 

more has been no definite cocnmilmont made os yet, but it appears that o consultant may become necessary 
o; things progress in the Philippines. 

This IDC will servo to oppriss you of the situation to date and to olort you to tha possible need of a on?-tir.ic 
arrangement with ludJy O.aro. 


/ 

Stan AJc Kinney 


SMcK:be 

cc: G. P». Mothvin 
. AV.1C.1 
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October 15, 1S7I 


Mr. buddy Orcrci 
IL-FGU Luilding 
Ayola Avenue 
//akol i, Kii'.al 
ftepublic of the Philippines 


Deer Cuddy: 


Subsequent to our loll; (you, Hen Mcthvip. aryd myself) lost April, if appeared os though 
tho solo of two C-130H Hercules to the fAp was an accomplished fact. All that remained 
v/o> for your Ambassador in Washington to present your government's lequeSt to tho U. S* 
Stoto Deportment for the two aircraft as a number one priority. This he did in July, 

In the interim, however, end unbeknownst to us, all of our efforts and those of your 
government wore being feu chi on two fronts; through tho JUSMAG in Quezon City end 
through the Directorate of Military Assistance Sales, Hens and Policy branch, i'c-ntajon. 
These efforts proved so successful that cs of now the* PAF C-loO program has been shot 
down completely. Wo wore told by the responsible member of Joe Policy and Plans French 
that he had successfully foiled our sales efforts and that the PAF is now getting twelve 
antiquated C-l 19 aircraft end $10 million v/ifh which to refurbish thorn. There is no 
question that if was put to tho PAF, "either C~lI9's or nothing." 

DudJy, this Is a travesty on the Philippine people for several reasons and also on tho 
American taxpayer for economic reasons. To begin with, those aircraft ore 20 veers or 
more old. They ere completely su.plu; to cny U. S. needs, including U5AF f.esarve end 
Notional Guard Unirs. They have toon in "mothballs" for years end there is no tolling 
what condition the airframes cro in, c-s o result. The cost of refurbishing those ancient 
croft to mohe them utefu! militarily will bo astronomical, compared to whatever residual 
value they might have cs junk. The Ol 19 cabins arc unpressurized and it takes six of 
them to crjual the productivity of one Hercules. 

It is extremely unfortunate thet your air force felt compelled to give in on this one, 
because cnco they a cquire those machines your country will have taken one gigantic 
step backv/crd in military transport. 

This is parallel to tho trazilian ccse of re van yeers ego wherein the Crooilion Air Force 
wanted C-l 30's end the U:»AF, knowing li'.eir r. ;ecs better then they, wes going to save 
thorn from their own folly Ly giving them C-119's. However, their Defense //.infetor 
prepared a news release stating that brazil wes through accepting the United States* 
cast-off jv.ik; that they wanted C-130's end nothing else. They got their C-130's. 
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Tiiis is what lies to happen in the Philippines if your country is to l:c spared the Pe.n token's 
"helpiny (.and.' 1 ActuoSiy, the* men who ihou^SS up this idea has rncdn quite o hero of 
himself in Ivntcjcn Cymric is by findinj an outlet for those antique "Flying ficxccitt” end 
lies boon, coincidentr.il/, recently promoted. 

The enclosed fact sheets £i‘/e a ^ood comparison between the Hot color, and the 0119* l 
don't kno.v how you c.cvn c:o what i am tailing >ou, faddy, but I fool suro you can find a 
way to profitably expos# tho situation. Public knowledge end tho icsultant indignation 
could possibly reverse the Pentagon's decision to your country's benefit. In cny event, 
Lockheed's nemo must, cf course, he kept completely cut of it for obvious rccrons. Please 
also keep this letter confidential between us, but feci free to use the facts end the fact 
{heels as you sco fit. 

| plan to ho in Manila acain during the week of November I 5 i!i and will give you o call 
onaiTival. 

//.eenwhile, ell the best and happy hunting. 

Sincerely, ’ 


h. S. McKin;ioy 

PS.VicKsbo 

enc# 
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January 6, 1972 


Hr. F. 5. McKinney 

617 Brookline Drive, S.E. 

Karictta, Ga. 30060 

b. S. A. 






O 

\ PtA\. — 



Your letter and the background data reached me in the last week of 
Oetobci'i a rather inopportune tine. \*e v/ere then nearing the climax 
of a nutionv/ide electoi\il campaign, and as you must have realized by 
novL» politics here is taken more seriously than life itself. Hence, 
even if I had v/anted to act on your letter immediately, there was no 
chance to do so at the time; everyone, from Government to armed forces 
to press, was completely preoccupied with the elections. 


For election week I had to go to a distant province, outside Luzon, to 
personally mind the campaign of some candidates. I was not able to go t 
back to my office until November 15, and then I waited for you to make 
contact as you said in your letter. I also asked the people at home 
whether you might have called up during ay absence, but the maid who 
took most of the calls could not cay for sure, 

I wonder if you did come in while I was out. I hope so. Even if we 
were not able to meet, you would have gained the valuable experience 
of being exposed to the height of the political atmosphere in this 
country. 

At any rate, you must have heard that the Administration took an 
awful beating in the polls, A defeat that made imperative a thorough 
tailing*-stock if the incumbent party is to make a better showing in the 
next elections scheduled for 1975* As we take politics all too seriously, 
the period since the elections lias been taken up by the Administration 
in refurbishing its image and launching remedial measures to invigorate 
its campaign machinery, without doing much in the way of government work. 

At the moment, a revamp of most of the government departments and agencies 
is in the making, including the Armed Forces of the Philippines, And this 
move is bound to affect the setup in the FAF, which is your arid my immediate 
concern. 


The situation is so topsy-turvy that everybody in the AFP is devoting 
his time to entrenching himself or maneuvering for a better post, with 
little tine if any to look into the business that is uppermost in our 
mind. At least, for the moment. I calculate that this state of affairs 
will continue for another week or so, until the reorganization has been 
pushed through, and then we can expect the authorities to slowly get back 
to work. The revamp, incidentally, could very well affect our contacts 
in iV.F, D.TD and Halacnfiang. 
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Kr, F. S. licKinnoy 
Jnmnry C, 197? 


- 2 - 


For nov/, v:hat I have done about our business is to feed the story 
to a major business publication v.'hich I expect to n&ke an ’’expose'" 
momentarily. Once the initial leak has been launched, I intend to 
spread the story to the other major publications until it catches 
public attention. If this works out, I will follow up with informal 
contacts v.ith people concerned in government, particularly Kalacarang, 
to fuel the issue further and provide counsel on how the government 
can make hay out of the controversy. From there, things should fall 
into place automatically, and hopefully reach a level where the authori¬ 
ties will feel pressured to "request" the U.S, government f° r a review 
of the matter. 

The newsmen 1 have fed the story so far, and the others who will 
eventually get hold of it, will dig for more facts from FA?, DND, 
Malacahang* and possibly JUSKAG. To supplement their efforts, could 
you let no know the latest developments, particularly in the Pentagon? 

There is another aspect which we should have been able to take up during 
your visit. It is a rather delicate matter but we might as well clear 
it up at this stage. As you know, moving around in the local circles for 
this kind of objective involves financial requirements, whether one is 
dealing with press people, government people or army officers. In fact, 

1 have already spent a little for Ibis project and now foresee heavier 
requirements. Will you help me out in this department, or do I assume 
the expenses under a program of being reimbursed (and rev.'ardcd) later on? 

The best of the Kew Year to you, and to Bon, 


P / ' 
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r» 0 M R. D. Engelhart, Jr. oin. 69-50 rows 11 iit. 7643 

M. M. Hodnett 65-11 287 4954 

*wwi INDONESIA VISIT - FEBRUARY 26 THRU MARCH 2, 1973 


1. Since this report addresses sensitive subjects it is written in much more detail ond will have 
more restricted distribution than normal visit reports. 

2 , Contacts 

A. U.S. DIG 


Col. McCufln, Chief 
Col. Johnson, Army Staff 

Major Don Desch, Acting Chief - Air Force Section 
Major Shiflett - Air Force - Maintenance 
Col. R. H. TyndaH -Air Attache 

B. AURI 

Marshal Sugandi, Chief of Staff - Logistics, AURI Hq. 

Col. Sasmifo, Acting Chief - Logistics during Sugandi's illness 
Col. Kartglo, Director Maint. 6 Engrg, AURI Hq. 

Col. Samp&rno,‘Chief of Procurement 

Col. Subagio, Director for Maintenance - Log. Command 

Col. Mulyanto, Chief, Bureau Aircraft Systems Hq. 

Col. Djukohdi, Log. Command - Bandung 
Copt. Agah - Procurement 
It. Hanofi - Procurement 


3. , Tuosdoy, Febru ary 27- Met with DLG personnel in the morning and spent afternoon trying 

to set up oppaintments with AURI - unable to get thru to AURI Hq. 

W ednes day , Feb ruary 28 - Met with AURI Hq. Protocol Officer, Captain Nusfcn. Arrcngcd 
meeting witTPCol. Sampoerno. Met with Col. Sompocrno ond Lt. Hanafi. Established agenda 
for meeting with full Hq. Logistics greup Thursday morning. Spent afternoon ot Halim Air Dose 
with DLG personnel reviewing shops, hangar end spares stores. Reviewed DLG efforts to 
identify three v/orchouses of un-ineexed spore parts prior to moving them to the Bondung over- 
houl depot. A USAF Scrccont from V7RAMA on 6 months 1DY is bprely melting a dent in 
identifying the pails to the Federal Stoc'< No. System. Most parts v/ill be moved to Bandung 
unidentified. Strong pitch wo< made for having Gclac spares specialist included os member of 
LASS team at Bondung to set up monogcoblc stores system. This hod been prcviojsly coonhY.otid 
with Mcnhc in Singapore. 


inri'»irrr>Vw\/ATr data 
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Thursdoy, Morch 1, Morning - Met with 

• At predictedin Cederberg telex prior to trip, meeting revolved around tightening of the 
Ministry of Defense on AURl activities, including contractual arrangements with suppliers. Also, 
os with later, there was continuous reference to Gclac prices and the necessity to place 

orders where the price is best. 

MOD hod reviewed Gelac-AURI spores-ortd servicos contract and wanted changes Including: 

(1) A disputes clause. 

(2) Applicable (aw changed from Georgia law - preferably to Indonesian 
law, but international law acceptable. 

(3) Deletion of requirement for specific minimum letter of Credit amount of 
$500,000 - funding level to be established annually by AURl on basis 
of fipn ond projected orders. 4> *. * 

MOD hod also suggested that on Indonesian firm be appointed to represent Lockheed in dealings 
with the government. MOD/AURI would then contract with the Indonesian firm. However, every 
one of the senior members in the meeting then explained how we could avoid this by refusing on 
such grounds os our policy of dealing directly with the customer, Infrequent nature of the business, 
high cost of such arrangement, etc. This is viewed by us os indication that perhops unknown persons 
In MOD are trying to horn in on the AURl players. It was not cleor whether oil AURl members in the 
meeting participate in the "widows and orphans" setup, but their suggestions of how v/e could combot 
the oppointment of a local company Indicate they do, or they were simply following ** orders. 

Amidst all the foregoing discussion of MOD requirements, o strange question wos asked by 

, *Y^tot difference would there be to Indonesio In dealirfg with LAI Insteod of Gelac OM 
We confirmed that he was not referring to LASS, with whom he wos.very familiar. V/e were unable 
to determine whother AURI ( picked up the LAI name from the Prill/Cederberg visit with the Indonesian 
Army tn early februory^. or whether it v/cs connected in their minds with the Aviquipo/Gelac experien 
of o couple of years ogo. However, It obviously was aimed al the recurring question of price. 

The next subject of discussion would Indicate the officers in the meeting ore not participating in the 
Pwidowt ond orphans* fund ond aro sniping ct % # who hod led the discussion, 

profaced with some remarks obout the sensitivity of the subject. Then he requested that oil future 
dcollngs should include o commission of I 1/2% for the Air Force. He did not soy for MOD. Ho wos 
obviously uncomfortable with the subject ond it appeared ho hod been appointed spokesman for the 
group ond would be in trouble if ho didn't osk for the commission. In an attempt to further draw 
them out, Hodnott osked if they were osking for o discount to reduce the billing amount. 

Indicated he wos requesting a hidden rebote. We stated wo could moke no commitment sinco we hod 
no knowledge or authority to discuss such matters. 


LOCKHEFD PRIVATE DATA 


207 



1151 


T hursdoy, March 1, Afternoon - Following the meeting ot AUR1 Hq., sent 

's aide with us to meet with ot his home. We had o long discussion with 

on the following subject; 

'w 

A. His need for a Gefac liaison men in Djokarta for: 

(1) Covering him on buying from Gefac versus the competition. 

(2) Giving technical assistance in keeping the JetStors on call for the 
President. 

(3) Advising him on dealings with DLG, f.e., establishing budget priorities, 
accepting or rejectir.g DLG advice on Logistics matters. 

(4) Handling tho Letter of Credit arrangements and payments with the Bank of Negara 

which, in Tom Kelly's absence, is having to do. 

He reiterated his inability to pay for a Field Service Rep, and we politely reiterated our inability 
to place one there free. Ho made it clear he wonted Tom Kelly back and stated the alternative 
arrangements for sporadic visits by LASS, Cederberg ond Engelbart were unsatisfactory since he 
needed someone quickly whenjic needed him. 

B. Geloc's Prices. The price on JetStar engine overhoul hod embarrosed 

• He cited some other smaller examples of better prices for Items from competitors. 

His only % on$wer to competitive prices however is that Lockheed should always be lower than the 
competition; but if we get caught by a lower price, reduce ours to meet it upon notification 
from (another Reason he wanted o Service Rep close by). said that he wos 

getting the reputation of being a salesman for Lockhocd. We explained that we wanted the business, 
Lockheed stood behind what we sold, ond we provided services the competition did not provide, 
such os exporting, handling the shipping, assuring the correct parts were shipped in cases of 
superseded ports, providing fast delivery, etc. We explained that all of this should be considered 
In prico comparisons, but we also explained we cou.ld not sell at a loss. He didn't really seem to 
comprehend this. Although he gave lip service to what we hod said, he reverted to the need for 
Lockhocd to always quote the lowest price, so he could justify his procurement from Lockheed. 

C. * We reviewed the morning meeting v/ith . He was conversant on all 

subjects except the request for I 1/2% of the funds for the Air Force. Upon hearing this, 

he become wild-eyed ond stated repeatedly that wo should not discuss this with tho other officers, 
we should not comply v/ith the request nor respond to it, ond that this hod been settled with 

Mr. Mitchell. Wc assured him that we would take no further action on this subject ond he 
stated he would kill it, but didn't volunteer how. 
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D. The meeting ended on a cordiol note. In summary, oil of 's requests 

centered around a desire to insure continuation of the "widows and orphans" arrangement. 

7. Friday, March 2 Met with Col. Tyndall, Air Attache. Used AURI organization chart, 

which he made up in absence of any AURI published information, to get information on 
Tyndall's evaluation of personalities. *s name was never mentioned, but os Menke 

at IASS, and Major Desch end Col. McCucn had indicated, Tyndall pointed to Marshal 
Untung, Commander KOLOG, Bandung, as the emerging strong man in AURI Logistics. 
Tyndall also was aware of MOD crackdown on all services end volunteered that in the 
future AURI would not be oble to moke any significant purchases without MOD on their 
side. We asked about the AURI Enterprises organization which Tyndall's chart showed 
reporting directly to . Tyndall stated that 

wos still very much in the AURI as Commander of AURI Enterprises, ond he was 
more ond more active recently. 

8. Conclusions ^ 

A. wos expecting to be recovered from his illness and back at work 

by mid-March^ He is evidently still in the driver's seot at this time, so any 
commissions due at present such as those on the two JetStor overhauled engines 
should be processed. However, before paying any future commissions (4 C-130 
engine overhauls coming up this summer) we should hove onother reading on the 
strengths of the players. It would not be surprising if the situation with MOD 
got beyond the control of ond 

B. AURI fuh$ing remains very limited. Therefore no major purchases from AURI funds 
ore anticipated in the near future. In response to our notification of the short time 
span remaining on the Center Wing Mod line ot Geloc, AUR! officers stoted they 
hod to depend totally on DIG. AURI wonts eight new C-130's but, again, they ore 
totally dependent on DIG to get them. DIG is planning on budgeting for one new 
C-130 o yeor with deliveries starting in 1977. Regardless of Hercules production 
projections, this is the best DIG con do under present budget limitations. One 
Hercules would take approximately one fourth of the totol projected Army, Navy, 
Air Force, Police assistance budget each year. There arc no funds for Center Wing 
Mod. However, DLG ond CINCPAC ore owore of the copter wing problem end rroy 
be oble to find o way to get into the Gclac line ot meetings with V/RAMA in corTy 
April. Quantity is unknown at this time. 
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C. Contract change* will be forwarded to AURI by Customer Supply Soles and 
Contracts Department along with priced spare parts cotalog. No action 
will be taken on the local representative or 1 1/2% requests until further 
readings and firmer indications of the necessity of these are received. 

I 



M. M. Hodnett 


RDE:ma 


cc: 

D. T. Crockett, Jr. 

D. W. Cederberg, Canberra 
R. I. Mitchell, Corlac 
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J. K« Anchors - CtUc 


8U43 502 


August 7, 1972 


R. L Mitchell 07-50 61 ' A-l 76543 

A. U, R. I. PROCUREMENT 


Pursuaut to your telephone conversation with J. H. Wither con thl« 
date, end In tccordsucc with tho COAL.\C/C;ELAC/LA5 approved 
Agreement dr.tod 23 July 1971, you *rc requootsd end authorized 
to pny IGft ccmraiaclon to the Indonesian consultant on all 
A.U.R.L direct procurement from LocRhccd-Gcorgia Company 
(excluding govornment-to-govcrcmcat transactions) for C-130 and 
Jet Star-con re si* r. roved su ppor t ccvl oment. com pon ent ove rhau l, 
tec hnical terv ir ^fij an d iy-tloj>/.ln AN program s performed 

outolc.e tho U , S. A» New or uood aircraft procurement, modifica¬ 
tion/IRAN programs performed in tho U.3. A, and other Lockheed 
products and ccrvicoo shall bo the subject of separate negotiations* 

Proceeds should bo made payable to: 

Loebheed Aircraft (Asia) Limited 

Bach of America Account Number 06626-06343 

International Banking Office •* 

101 West Seventh Street 
Loe Angcleo, California 90014 

You are requested to clrnuUnoeously advise J* V7* Clutter* President 
of LAAL, Tokyo. of ouch payment amounts, T ' 


.'(siciitd) n, i . 

R. L Mitchell 


cc: D. V/, Cedorberg 
J. W, Clutter 
E. E. nainw.ter 
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^DEPARTMENTAL COMMUNICATION 

G. C» Mothvln 


> • ri ^ { s? 

tun. 69-50 io*i 11 oat* Januory 10, 1972 


lteM F. S. McKfnnoy mw. 69-50 ioni 11 ««r. 44996 

tv liter: AURI COMMISSIONS 

I checked today with Leo Martin and Jest Phillips to dataimino if they had ever received ony instructions, c 
written agreement, concerning payment of "commissions'* to the AURI. In both coses, the ensv/or wes nega¬ 
tive. Thus, os for os Go lac is concerned, there are still no channels cstablishod for payment of these ex¬ 
pected “commissions." 

During the joint visit of R. 1. Mitchell and myself to Indonesia lost July, he (Mitchell) agreed, upon 
*s demand, that Lockheed would pay o 1JX- commission on all future hardware and 
services purchased frem Ldckhoed by the AURI. Subsequently, os you know, Mitchell established Inter¬ 
national Traders Ltd. os the medium through which such commissions would be paid. 

As you olso are aware, o real foul-up occurred the first time Internationa) Traders v/as used for payment of 
some bock funds which hod beerv-awlng. Mitchell thereupon cancelled the agreement v/ith International 
Traders, retrieved the funds and paid them through LAIL, Hong Kong. At the time this was done, we were 
do' l*y Jim Wiltoron thet future AU.%1 commissions would to poid through this channel. However, no 
Agreement to this effect v/as overdrawn for our Contracts people so that the payment of "commissions" 
woulo* become a routine function. 

In the lost quarter of 197JrTom Kelly resold his contract to the AURI for another year of Field Service 
teclinfcol coverage. __ will be expecting tho 10/s "commission" on this renev/ol, per the verbol 
agreement mode in Djakorta in July 1971. 

The AURI hierarchy is presently fairly wall satisfied with Loghead, after several years of ill concealed 
hostility. This Is becousd'the bock-owed funds worerecently paid through LAIL.. It v/ould be a shame to 
allow those improved relations to deteriorate fa tholr status of early 1971. However, this is oxoetly what 
will happen unless c:.*> egreemant is drown which will cctivnfa repayment to tho AURI automatically, os 
required, end a channel established through which the r.icnoy can bo poid. (V/o lest our Hong Kong outlet 
v/llh the clssing of that office.) Tho agreement must bs such that it v/IXI withstand Internal Revenue Scrvi* 
scrutiny, inctnuch as funds repaid the AUf.l should be fax deductible. 

I on still confident that tha AURI intends to acquire eight additional C-130's in tho next couple of years, 
proving v/tf continue to uo business thnir way. Howeve r, this potential could bo completely voideJ if th* 
n;eo;is ore not established, soon, to oo this. 


fSMcKjba 


F. S. McKinney 


/r 

jL ss* 




7 


J. K. Anchors 
v^V7. W. Co.vJen 
ft. D. fn.s.'ilicrl, Jr. 

Al.7.1 
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■t'klllUl U.l lUt IIEUVIIJG FKOM BJYADil. 


14 TECEtiBER 1978. 





RELAY y.V.COUDE'//fUC.RIDT , 'GS/ D-G9-50 GEL AC MARIETTA 


o>/ a . Ik. cjfd 

RE 13A # * CZZZ'r AtJD-dlL MET tZ ZiCCZZ -3 CM ft ^ — 

xuj" // a 2 - / R 

and cztza — . —•■ — 






<71 uy^ rfef*' 


Q/iJ-x tlh" 

YESTERDAY -fciSiSSSJSS23£2S-STOP REVISITED 

- hj/JU • f . AAjbi'.'JL 

TODAY STOP DIDN'T GET TO DISCUSS t^KSSS3- AND TEJUSSf ()UE 


(U*4i flA^ '^'•shs 

*?&&&. PREOCCUPATION UNSATISFACTORY TIMES 

z p/s+ZZl+s 

STOP APPEARS TO PE ESTABLISHING ft^SJ55«543R2S&-STOP NEXT 

MEETING SUNDAY OR MONDAY INCLUDING X£S^5332~SS5S WHO .EYE 

PLAN SEE TOMORROW STOP *£ft*HIHIlE AND SSZS2- PRESENT IHG 




TODAY C0r,9H!ATT0'J mpjuTES AflD'<ZL? STOP DID NOT PRESENT 

m 

COVER LETTER EYE TROUQIIT STOP V.UCM SAID ABOUT 

ty&f ft" »** ' - Htt. 

volume vtTil CT.s'Jsastsir. f.r !EE?X3z»as» VMEII ££■ LETTER . 
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0 OROCIt SI AUG VIT1I C....RT t£(0S lx BELIEVE OTHERl.jn stop 


mAT ARE AVERAGE FLOW RATES OUR TI'O SYSTEMS ADD IIOU f-'AHY 


13 GALLO'JS A'ID 


> tra! 

m p/A, 

I CS“ia TIME 

T ft / Ks 


dTAPfa ■ 

TRANSFERRED TO QUERY 


STOP DO (TTIMES FOR INCLUDE OVER 


PL QUERY STOP V/HATS THE DIFFERENCE 


IN CAPACITY CETVEEN LARGE AMD SMALL VEHTRAL PACKS , 

QUERY STOP PLEASE TELEX AIISUER FRIDAY TG S£CC3S35EK» STOP THIS 


WOT ARCUIPG SUEJECT JUST BEING PREPARED STOP 

^ twW 0 **^ 

HUSUB fsisfiJlU THURSDAY AND FRIDAY RETURNS HERE SATURDAY 

v : M** <M' m *1-ib 

DUS Up HAS *££££> 


^ (pi) 


OVER THE r^ r. 

/ y' o °i (? & ■ __ 

CLEr'XS^r OF POINT IS NOT 




/%Cs£u,&$ 

3KTGX2SD3 MORE THA'J STOP 


fJVSUD HASP # T COME UP YET A?JD EYF l , "PRERARFD TO DISCUSS PUT 

; /• 

w * K .ilv**/' 

EYE KL’O'rf OF GAP AND HIGHER COST op.CENTER AFTER - ‘ 
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JANUARY AS KOU STANDS TO GIVE COUTRACTS TIME TO NEGOTIATE 

OUERY IF HOT CHAT PRICE AMD SCHEDULE AMD GOAHEAD GUE$Y* 

EYE ASSUME PROPOSAL 72-IR9R2 DATED 26 JULY IS LATEST STOP 



HUSUB EYE INTEND MAKE MYX*3£S> HUMBER ODE STOP COMPATIBILITY 

APPEARS ERPONEOUS III LIGHT OF MY IKIDERSTAUDIUG OUR 


fid Rte- 



THIS IS FIRST ['MESSAGE SINCE TELECOM MONDAY "RIGHT BEIRUT EOD * 


REGARDS * ;* 

R.D. EHGELHART GEL AC 69-50 

API HA 

* GA5A1 
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) 

INCOMING CABLE ■ 

TSV/30 No. 3 FOR RIDINGS 

CONLEY AMD I MET KHASHOGGL KHASHOGGl STATES — ‘ HAS PROPOSED A 

FIFTY-FIFTY FINANCE PLAN BETWEEN SAUDI AND U.S. TO SUPPORT SUDAN PACKAGE. 
KHASHOGGl SAYS THIS CONCEPT DISCUSSED AT HIGHEST LEVEL !N U.S. AND NOT 
REJECTED. KHASHOGGl REQUESTS CONTRACT FOR FIVE C-130 : S PLUS SPARE PARTS AND 
TRAtNING FOR ONE YEAR BE PRESENTED. CONTRACT SHOULD SPEC I Ft VALIDITY CONTINGENT 

ON FINANCING AND EXPORT AUTHORITY. KHASHOGGl SAYS SUDAN V/ILL ACCEPT 

AND SIGN THEN* KHASHOGGl WILL USE THIS TO RESOLVE OTHER TWO PROBLEMS NOTED 

° . r- 

ABOVE. STATES POLITICAL SITUATION HERE WILL PERMIT ACCOMPLISHMENT AS PROGRAMMED. 

KHASHOGGl WANTS 15% BUT AGREES ANY PRICE REDUCTION OR GREASE WILL COME OUT - 
3 

HIS COMPENSATION. REPEAT COMMISSION WILL NOT AFFECT MET TO GELAC. % 

SUGGEST PRICE OF $6 MILLION FOR 1975 DELIVERY WHICH SHOULD COVER BOTH KHASHOGGl,. 
KlASH AND GELAC. BUILD SPARE PARTS AND TRAINING ACCORDINGLY. 

l , . 

KHASHOGGl ALSO KNOV/S OF AND SUGGESTED GELAC MIGHT tyANT TO ARRANGE SALE 
OF C-WS FROM IRAN TO SUDAN USING SAME FINANCE PUN. ALSO INCLUDE IN 
PACKAGE AERIAL DELIVERY SYSTEM. RECOMMEND AGREEMENT SINCE KHASHOGGl VERY 
OPTIMISTIC OF SUCCESS. IF YOU AGREE GET CONTRACT TO LAMESA ADDRESSED CONLEY 
OR ME FOR VERY EARLY PRESENTATION. . ' , 

•\r> — 

NUSUD: KHASHOGGl STATES FUTILE.PRESENT NOW PROPOSAL TO SAUDI FOR 1976 C-130's. 

A 

PRINCE SULTAN WANTS PROPOSAL FOR FOUR C-130's IN 1974 WITH NON REFUNDABLE 
PAYMCNT FOR OPTION FOR SIX C-130'S EARLY IN 1975. KHASHOGGl INSISTS ON 
W200,000 PCR ITEM FOR CONTINGENCIES. KHASHOGGl INDICATES IMPORTANT l PRESENT 
PRINCE SULTAN SOONEST. HE SUGCCSTS MEETING 3 NOVEMBER IN RIYADH AND WILL 
ASSIST IN ARRANGING. IF DEFINITIVE PROPOSAL NOT POSSIBLE IN TIME » SUCCLST l BE 
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’ A proposol for the sole of Icn C-130H oircroft wos presented to on 

November 14, 1973. These oircroft were priced or $6.3 million each, which 
sum included the normal commissions plus $200,000.00 of "negotiating money/* 

This $200,000.00 wos included in the price at tire insistence of A.K. and, in 
theory, con be committed by A.K. and/or the Goloc salesman for a price reduc¬ 
tion or by A.K. alone for under the table payoffs. For this particular deal, A.K. 
hod token the position thot oil negotiating money not negotiated away would go to 
TRIAD as o bonus. P.K. had been told by A.K. of this "bonus ,, arrangcmcnt; 

'However, A.K. told P.K. there wos $150,000.00 rather than the actual $200,000.00 
in this category. 

on November 28 insisted thot our price of $6.3 million was too high 
and requested Temp Walker to contact the Georgio Factory for o price reduction. 

held o commercial aircraft ot Riyadh and paid for a round trip ticket 
to enoblc Temp Walker to proceed immediately to Beirut to get quick answers. 

Over the phone from Beirut, Temp Walker received approval from D. T. Crockett, 

Jr. and Bill Cowden to reduce the price of the aircraft to $6.1 million, if necessary, 
to get a quick decision from *** . 

Temp met with A.K. in Beirut during the early morning hours of November 29. 

A.K. wos told of the decision to go to $6.1 million, if necessary, thereby giving 
up oil of the negotiating money. A.K. agreed with this requirement, but asked 
Temp to hold out for $6.3 million cs long as possible. Temp promised to go bock 
in at $6.3 million, but told A.K. the price would be reduced, if necessory, to get 
a fast decision. 

Temp met A.K. in Riyadh at 3:00 a.m. where A.K. stated the $6.3 million price 
was solid. A.K. was told again that speed of sign-up wos essential for Lockheed 
and thot wo would try to hold the $6,3 million price, but the price would be reduced 
if necessary.. 

.Temp Walker met with , Gen. , Dorm Viers and Sal Aswaad at 

9:00-a.m., December 1. accepted our lotcst schedule, but insisted 

he must hove a price reduction. After obout two hours of negotiating. Temp Wolker 
agreed to reduce the price to $6.2 million if would ensure a signed 

contract before year-end. agreed. The contract Y/as signed December 

21,1973. 

On December 3, P.K. sent word to Temp Walker thot he desired a meeting. Temp 
met with P.K. ot 6:30 p.m., December 3, at P.K/s villa. P.K. was upset that 
Temp had given away $100,000.00 of the negotiating money. He claimed thot 
would hove accepted the $6.3 million price had wo held out long 
enough. (This did not seem to be the case during negotiations with ,) 

P.K. then informed Temp that he end A.K. hod formed a new company (SAVCRIA) 
to market all C-130‘s in Scudi Arcbia. P.K. said the split was to be 60% for A.K. 
and 40% for P.K. fie then asked »f there was a letter in Lockheed explaining this 
new company. Temp knew nothing of this and told P.K. so. P.K. lltpn asked if 
his share of this contract would come to $175,000.00 under the 60-40 split. He 
v/as told that there v/as something ho would have to work out with A.K. 
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■ P.K. then stated lie liod reason to believe the total commission paid by Lockheed v/os 
obout 0% plus the negotiating money. Again P.K. asked Temp to assure that P.K.'s 
40% shore would meet or exceed $175,000.00. He implied he had o commitment of 
" $125,000.00 to ond needed to know. 

Temp again repeated he did not know, where upon P.K. osked Temp to make an 
estimate, hinting thot he could still influence to delay the contract 

should Temp refuse. 

Temp thereupon did a-rough calculation and told P.K. thot if the 8% was correct and 
the 60-40 split was correct, he would bo in good shape. Based on o rough calculation, 
40% of the supposed 8% would bo obout $225,000.00. P.K. then stated he felt he Yios 
entitled to about $275,000.00 ond that he believed there was o fee attached to cact. 
aircraft. Temp told P.K. there was on administrative fee of $40,000.00 to pay for 
offices, etc., and if this v/as counted in, his 40% share of the assumed 8% would be 
obout $255,000.00. 

P.K. appeared satisfied and said he would contact A.K. or LewLauler to see what had 
happened to the new compony. He said he had not been able to reach either one for 
several weeks. 

. Upon return to our consultant's office (December 3), Mohamed Othman confirmed there ' 
v/os a new compcny set up on o 60-40 split. At this point in time, no one in Lockheed 
knew of this compony or the details of the arrangement between A.K. and P.K, 

On December 6, Temp Walker, D. O. Wood, Ned Ridings and Lev/ Louler met with 
A.K. in Beirut to resolve the flap ccused by P.K. phoning Le^Louler and asking for 
. on accounting. A.K. did not seem particularly disturbed for he apparently guessed 
thot P.K. was talking about a total payment to P.K. of about $275,000.00 and thot 
P,K, would be overjoyed when he actually got more. A story wos developed to present 
■ to P.K. which would support the actual split A.K. intended to make with P.K. 

• Under-the SAVERIA compony, A.K. has told P.K. thot the total commission paid by 
Lockheed is 3% of the sales price plus 50% of any negotiating monies remaining. A.K. 
ond P.K. split this 60-40%, 

On December 10 in Riyadh, Temp Walker, D. O. Wood, A.K. ond Lew Lauler met 
with P.K. to settle matters. It soon became evident thot P.K. wos not upset over the 
percentage commission (3% of the total contrcct being much more thon P.K. had expected) 
but v/os very upset over Temp giving up “his" negotiating money'unnecessarily. P.K.'s 
contention v/as thot Temp should hove conferred with P.K. before agreeing to a price 
reduction. 

To further complicotc matters, A.K. had told P.K. there wos $150,000.00 negotiating 
money rather titan the octual $200,000.00. 

It finolly v/as agreed by D. O. Wood thot P.K. would receive his commission (thru the 
SAVERIA Co.) as though Temp had not negotiated away $100,000.00. •- 
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In tho eyes of P.K., hod Temp not given owoy >100,000.00, liic SAVERIA Co. would 
shore os follows; 

SAVERIA Co. gets 3% of controct price plus 50% of negotioting money 

3% of $6.2 million * $186,000 

50% of $150,000 « 75,000 

Totol: $261,000 

P.K. gets 40% ® $104,400 per oircroft 

In the eyes of P.K. since Temp actually gave away $100,000.00, the SAVERIA Co. 
reolly should share os follows: . 

3% of $6.2 million * $186,000 

50% of $50,000 ** 25,000 

Total: $211,000 

P.K. would get 40% * $ 84,400 per aircraft 

D. O. Wood agreed Lockheed would make up the difference ($104/400 - 84,400 - 
$20,000) to P.K. 

Therefore, Lockheed owes total fees to TRIAD as follows: 

x 

Contract $6,200,000 

Less negotiating fees 657,000 

■ • (8%+ 100K + 4IK + 20K) 

• • • Net to Gelac - $5,543,000 

If A *K. or some member of his staff had taken the time to inform Temp of the arrangement 
that had been established with P.K., this problem could have been avoided. This should 
have been done since Temp was the man that had to face and do all the price 

negotiations. 


January 22, 1974 
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»«, POSSIBLE LOCKHEED AGENT FOR IRAN 


Mojor r*-* Aide to General' yossed o message thot he would like 

to talk about o possible Lockheed agent tyr Iron. In o discussion in Tehran on 

Tuesday, 2^ September, Major 1 _ ’identified his candidate as a Mr. Fouladi, 

o business associate of General T .J and husbend of the niece of Princess Fa to ml. 
(Princess Folamf Is a sTstcr of the Shoh.ond Is married to General The 

Mo)or slated that Mr. Fouladi hod talked to General*' 'on the subject and 
thot the General ‘had no objection to Lockheed entering on ogreement with Mr. 
Faulodi's firm.*' 

The Mojor off^lfd to bring Mr. Fouladi by the Hilton for on Introduction. A 
mooting was arranged for 5 P.M. on the 23rd. Due to on offtclol reception for 
visiting Pakistani officials. Major* Mirhoeslni colled ond excused himself for the 
oftemoon meeting. Mr. All Fouladi come to the hotel and picked up Porter Dobbins 
and me, driving to the home of Hossan Fouladi, the brother who heads.up the Fouladi 
business* - Hasson asked to be aopolntcdas Lockliecd's consultant for Iron, citing his 
close-relationship with General and his family, plus business ties with 

General^ ~ Jnd the royal family os his principal attributes. 

Among other things, the Fouladi's hove a monopoly on manufacture of batteries, 
supplying oil government end military requirements, ond they monufocturc Yokohama 
tires under license. Hassan Fouladi did citclose that one Americon company they 
now represent is the commercial aviation portion of McDonnell Douglas. During 
this conversation Mr. Fouladi demonstrated his knowledge uf v/liot is going on by 
quoting the number of airplanes involved, the unit price, ond total contract an-sunt 
of our latest contract in Iran. 

No commitments were made one way or the other, except thot It wos agreed we 
would keep in touch on our next visit to Iran. 

There ore two likely connotations to be derived*from this contact. First, it Is 
possible that Fouladi Is simply taking advantage of his family tics, ond probable 
Inside Information, tt> try and land wlat could be o lucrative account. If properly 
presented. It is likely thot General' ‘Twould soy he had no objection to tho 

Idea, ossunilng It to be Lockheed's prerogative to select any reputable firm. 


220 




1164 


|«(INl(t>C(0iCU COMPANY 

•• «.•«««.(» ••■imh (ot-o.o.m 

INTfJDEPAtTMtHTAb COMMUNICATION 



J. A. Davidson 


**«a: POSSI3LE LOCKHEED AGENT FOR IRAN 


69-51 


\\ 


XOMf 



October 0, 1970 


. 69-51 


7766 


AAojor i , Aide to General. passed o message thot he would like 

to talk about a possible Lockheed agent tv, iron. In o ciscussion in Tehran on 

Tuesday, 22 Seotembcr, Major'_ ~ ’identified his candidate aso Mr. Fouladi, 

a business associate of General ^ i onH husbend ef the niece of Prince** Fofomi. 
(Princess Fofami Is a sister of the Sbah.and is monried to General ^ The 

Maior stated that Mr. Fouladi had talked to General > Vn the subject and 

thot the General * had no objection to Lockheed entering on agreement with Mr. 
Fouladi's firm.*' 

The Mojor offered to bring Mr. Fouladi by the Hilton for on introduction. A 
meeting wus arranged for 5 P.M. on the 23rd. Due to on official reception for 
visiting Pakistani officials. Major Mirhoeslni called ond excused himself for the 
afternoon meeting. Mr, Air Fouladi come to the hotel and picked up Porter Dobbins 
ond me, driving to the home of Kossan Fouladi, toe brother who heads up the Fouladi 
business. Hasson osked to be appointed as Lockheed's consultant for Iron, citing his 
close reln'lcnshb with General; ond his family, plus business tics with 

General jno tne royal family as his principal otfributos. 

Among other things, the Fouladi'* have a monopoly on manufacture of batteries 
supplying oil government end military retirements, ond they manufacture Yokohama 
tires under license. Hasson Fouled! did cisclose that one American company they 
now represent is the commercial aviation portion of McDonnell Douglas^ During 
this conversation A At. Fouladi demonstrated his knowledge of what is going on by 
quoting the number of airplanes involved, the unit price, ond lotol contract amount 
of cur latest contract in Iren. 

No commitments were made one way or the other, except that it was agreed we 
would keep in touch on our next visit to Iran. 

There ore two likely connotations to bo derived’from this contact. First, if Is 
possible flsat Fouladi is simply fokinj advantage ef hit family ties, and proboble 
Inside inform lion, to fry ond lend what could be c lucrative account. If properly 
presented. It Is likely that General * would soy he Iwd no objection to tho 

Idea, ouun.lng It to bo Lockheed’s prerogative to select any reputable firm. 
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O M P A M t 


^HVtrDtMRTMmjAL COMMUNICATION 
< / C* Hidings 


J* A* 

MARKETING CONSULTANT, IRAN 



A conversation v/lth the Fouled! brothers, sot up by Major which occurred 

during a September visit lo Tehran, w as reported In mv ICC of 10/C/? 0. At thot 
time It v/cs u ncertain, as poi nted out In my I DC , whothor tho introducNoT rib iho 
Fouled I family 01 ooisiblo consultants for LocMiocd v/os the I dea of Major 
hlquftl? or whether it had been instigated with tho knowfiggg ond oporovoTof Gan. 


Whilo la Tehran during tho month of December a number of oparcoches on bchol f of 
tho Fouh dl family v/cro made by top level IIAF personnel. In addition , General 

_I mqdo it very clcor that ho w as owo ro of tho octivities ofTAojorh' 

on behalf of tho Foubdi's. end thot no op proved-of those cctions. . The specific 
Instancos which occurred during my visit wore os follows: 

(1) Folio,'.vlng n Tor;1onwith Grnrml__ "‘.wherein Contract GLX-207 h od been 

tha iubjpf-1 f>f dlwit itan. tho General lieaar^jnfl in the hall outside his offico end 
ashed If I knew the Fouled! family, ond if any of thole representatives hod contacted 
me record ing th*Ir roprr>*^r> Nnn Lockhee d. Asit happened. one of tho representative! 
of Fouladi led contacted Don Breund and me the previous night regarding tho possi¬ 
bility of obtaining a contract for conversion of 125 IIAF engines to tho -15 configura¬ 
tion. I confirmed to General "that I did know the Foulcdi’sond had been 

approached regarding cooperation with them on a specific deal. The General said, 
"They ore nico people ond I would very much suggest thot you (Lockheed) cooperate 
with them, not on our C-130 deal, It is closed; however, you Irave now ond will 
hove many other projects.*' I thanked the General for his advice end told hi*, we 
certainly appreciated his interest in helping to guide us to a proper selection insofar 
os o locol representative Is concerned. 

(?) Whilo In General Yoadonbakhth's office awai ting the General's return frem a 
tfali-meMmp r Cn 1. T,Wjnntrhi iffl nticncd thot tho iIaF v.o> considering som e 
practical m~a m of t rrC nr *^ lr> g ffU < > -"int» fc’3|ln t llic1r^C-130fleet to the -15. T told 
Col. Tchcrantchi thot I had4.cord of this, tie asked If i had heard of it thr ough 
t ho rouladl Company . Upon confirmation that it was through the Foulocil'i, the 
Colonel gave o warm endorsement to the company ond suggested tlvot v/c should 
cooperate with them in proposing not only modification of their engines, but also 
tho passible tala of eight to twolvo new -15 engines. General YcztJanbakhth 
foiled to return to his office toot day. However, on tho following cloy I did tee 
him end ha in turn warmly endorsed tho fouludl't, voluntoering tho Information 
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that thoy were very ctoio to Gonitol * -do o great deal of bo tinea with the ItAF, 

end ore highly respected. In this tome conversation there wot on ebltquo criticism of a 
// r. Motored, who wot apparently used by t5^(n on advisory rolo In tholr proposal efforts 
for on olrcraft overhaul solup. 

(3) In a separate conversation with Genoraf tho Control liatl high oroho for tho 

Foubdi't end their methods of operation, stating that since It would bo Improper for him to 
moke o direct recommencetlon on o LoekhcedLfgnsultant, he would limit hit commonh to 
evaluating the company, which ho praised, end,suggested very pointedly that Information 
gleaned from 'other sources" certainly shcul££» ccnsid&red In our rolcctlon. Thlt wot 
o pointed reference to tho activities of toojor. in introducing tho Fouled 1 * fo 

Porter Dobbins end me, to D. C. Wood ond Max Hetzel in October, end to Gob Conley 
from the Parlt offito In December. 


In Iron, I fool w 



as I om sure he feels fbet henas rr.ode himself clccr on the subject; ond to Ignore his suggest- 
tons would be construed ct a very serious matter. 


JADtma 

ccs V/. V.'. Cowden 
SO, T. Crockett 
P. F. Octblns 
C. M, Valentine 
A6.4.1 
Al.*.1 
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* • .■A 3 you will recall, I expressed micqivi finfl concerning the prospective 

* . consult ancy arran(rpn^nt ««iih-T T 7nn dfor future m ark eting efforts 
r v Jnlran our various discussions o f this subject In February and 
’ -• March. At that time several other prospective consultants, such as 

• ,ir 'Mahvl; Fouladi Brothers, Prince Sharam (Princess Ashraf), had made 
/ their, availability known, directly or.through oUicrs. At the same time 

'-. we were getting relia ble signals from General _ \ and his aide that 

indir.fftird Zand mn ni?t Pmeng thr "sceeptfb^ 11 consulta nts as far as the 
General v/as concerned. You w ill recall, t his was pointed out to Z and 
- va nd that he indicated that he would establish a team in the SUNVA 

• organization in order to satisfy General ; and the other kev decision 


. ."After our arrival in Teheran April 20, Crockett, Conley, Davidson 
‘ and I met with Jim Zand and were introduced fn H^ ltca?,nL Zangfinleh 
'an d Farshed Khaja lb ari w ho hav c_ioined with Zand in SUNV A. 

* Zanflonioh vv^fi^rTntkrc-fiertc-rfe 1 -^ad-mentioned e arlier, AS be ing 

Completely acceptable to him. Zand, Zangenieh and Khalatbari 
. assured us jointly and individually that they had a highly satisfactory 
working relationship with.one another in SUNVA and that each had his 
unique role to play working with the decision makers. 


In our meetings with government and airline officials the following 
two days, I indicated our tentative arrangements for the assistance 
of local consultants emphasizing Zangenieh's name with General' , 
Zand's name with General* and. Khalatbari's name with 

Mr. . Each of these three indicated complete satisfaction 

with the individual named. In fact. General referred to Zangenieh 
as a very fine, old friend. As a result of these confirmations on our 
SUNVA people, we had another meeting with Zand and his associates 
at which time 1 privately a sited both Crockett and Conley to '‘fish or 
cut bait". Beth decided (Crockett after a little speech to Zand) to go 
forward with a firm commitment with SUNVA. We, therefore, had 
a paragraph by paragraph review of the master agreement draft and, 
with minor changes, agreed to initialed draft. Speaking privately to 
both Crockett and Davidson I asked for and received their assurances 
that they could work vor> harmoniously with Zand and his associated. 
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1 *- As you will recall, X expressed miccivj nr.fi concerning the prospective 
. consultancy, ajrangprnr nl wUh-J T 7 a nd for future ma rketing offorts 
v : Jn Tran during o nr, various discussions of this subject In February and 
•• March. At tliat time several other prospective consultants, such as 
,rr Mahvi,‘ Fouladi Brothers, Prince Sharam (Princess Ashraf), had made 
£heir availability known, directly or,through others. At the same time 

‘'. wo were Retting r eliable signals from General _ < and his aide that 

ind Uxted-Zand wajs n ot Among t he "a c-n^pt? hi <-.>« c o nsultants aa far as the 
General was concerned. You w ill recall, t his was pointed out to Z and 
- v-and that he indicated that he would establish a team in the SUNVA 
organization i.i order to satisfy General . and the ,other.key decisi on 
'.makers. 


After our arrival in Teheran April 20, Crockett, Conley, Davidson 
' and 1 met with Jim Zand and were introduced tr> Ht" C 3; ^ 7?.rtgcri**h 
^ an d Farshed Khala tlb ari w ho havnJ oined with Zand in SUNV A. 

'“o'* Za ngenfeh was-a ^am cCicnCTal had-mentioned ea rlier as be ing 

O dofnpletcly acceptable to him. Zand, Zangenieh and Khalatbari 

. assured us jointly and individually that they had a highly satisfactory 
‘ : . working relationship with.one another in SUNVA and that each had his 
unique role, to play working with the decision makers. 


In our meetings with government and airline officials the following 
two days, I indicated our tentative arrangements for the assistance 
of local consultants emphasizing Zangenieh 1 s name with General' , 
Zand's name with General and. Khalatbari's name with 

Mr. . Each of these three indicated complete satisfaction 

with the individual named. In fact. General referred to Zangenieh 
as a very fine, old friend. As a result of these confirmations on our 
SUNVA people, we had another meeting with Zand and his associates 
at which time I privately a sited both Crockett and Cor.lcy to ''fish or 
cut bait". Beth decided (Crockett after a little speech to Zand) to go 
forward with a firm commitment with SUNVA. We, therefore, had 
a paragraph t) paragraph review of the master agreement draft and, 
with minor changes, agioccl to initialed draft. Speaking privately to 
belli Crockett and D.ivithon J asked for and received their assurances 
that tin y could work ver> ha i mor.ioui.1y with Zand and his associate*.:. 
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l ocKHttti ri:;vATE data 



- IRANIAN CONSULTANT 




♦ »• «t - V4 t* 


May.7, X9V1- 


'‘"' ' In any event, T ilia! age c iv e ^n^ »n opportunity lo 

l ? prnv<s v.-i ct he can do and knock off o ur cccontl nucr.6tnn « Besides, 

, * wo have made a firm commitment and I am satisfied it is the l'ifcht 
one. Two weeks a^o Crockett, Conley and Davidson indicated they 
were satisfied too. 



* Attachment 







.. ... - . R. I. Mitchell 
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roin'^rf'.tUor. ’.virS ,T. J. Zand in Munich 
Wednesday, March o, IVV*1. ! 

* 


Zand reported to AGK yesterday that Genera'! Brett had sent a telegram 
to DOD asking which one of the three ailcrnoj.ivcs he should follow: 

1. Should Letter of Intent be turned ovcij to Lockheed? 

2. Should Letter of Intent be given to Pentagon to turn over 
to Lockheed? 

* 

3. Should General T negotiate with Schlessinger when he 
arrives in Washington about the 25th without having been 
given Letter of Intent to Lockheed. 

\ v 

Zand asked ACK to give instructions to his Washington Office to get a 
favorable report from the DOD to General Brett instructing him to 
advise the General to turn over the Letter to Lockheed. * 

This became superfluous becase last night (Tuesday, March 5) General T 
and General Katami had dinner together, followed by a briefing given to 
His Majesty by General Carlton who is head of MAT, in the presence 

of these two generals. 

For your information. General Carlton was most sympathetic toward the 
C-5. This is not true, however, as I have learned from my friends, 
both of whom claimed there is a clique in the Pentagon who opposed the 
C-5 and arc in favor of remodeling the B747 to be used as a transport 
and air refueler. However, General Carlton is sympathetic to the C-5, 
and gave a good report or. this. I tell you this because^any future nego¬ 
tiations with the Pentagon this might be useful to you. 

Next, in light of this knowledge my conclusion drawn must be as follows: 

My General friends had a further meeting with His Majesty 
and they asked him — they relayed my request that Lockheed 
be given the Letter now, immediately, so that between now 
and March 25 when General T will be meeting with Secretary 
Schlcssinger Lockheed will be able to do some valuable spade¬ 
work at the DOD. The Shah agrees with this. 


- more - 
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The Letter of Intent was given to Davey Crockett in a sealed 
envelope, and Davey was not informed of the contents. We got 
word immediately and checked with Davey to be sure he had the 
envelope addressed to ACK and told him it was a valuable document 
which we had been working for the past four months. 

Crockett leaves Tehran on Thursday a.m., with a stopover in 
Europe, arriving in New York on Thursday or Friday. His office 
should know details. 

Having secured the Letter, General T and General Katami both gave 
me this same message: they have done v/hat we asked them. They 
have tipped the thing in our favor in the battle of the Pentagon. Now 
we have the ball. They expect us to do a job. 

The fact/that Iran has agreed to furnish the $160 million .... 

the plan developed by the Air Force requires appropriation by the 
Congress which is not necessary in their case. That should give us the 
upper hand and the ability to swing this thing in our favor. 

So that this •will be used by several aircraft companies, primarily 
Boeing, to do the necessary modification to t make the 747 capable of 
receiving and loading heavy equipment, and make incapable of 
carrying bulk fuePand aerial refueling. See letter dictated to ACK 

secretary yesterday to General_from General Brown whos is USAF 

Chief of Staff. Please refer to that letter. 

This changes strategy because of request to Cook to go to the Pentagon 
to influence the decision of General_no longer required. 

They have $160 million provided you fellows buy the C-5. 

Zand*s schedule : 

Munich today (Wednesday March 6) 

Kitzbulil on Thursday March 7 
Skiing on Friday. 

Munich on Saturday /Sunday 
Kitzbuhl or Paris on Sunday 

depending on developments 


R. R. Witte 


228-821 
Tel: 51953 


228-821 


228 



1172 


The Library of Congress, 
Washington, D.G., June 6, 1915. 

Hon. Frank Church, 

Subcommittee on Multinational Corporations , 

Washington, D.C. 

(Attention Vivian Lewis.) 


Dear Senator Church : Your request of June 5, 1975, for information on 
conflict of interest laws requiring legislators and government officials to report 
involvements in foreign corporations was transferred by the Congressional Re¬ 
search Service to the European Law Division for attention. The request was not 
actually received in this Office until 10 :15 this morning. It was therefore not 
possible to make a thorough research of the available material. 

With the exception of France, no provisions of law have been found for any 
of the countries in question (Belgium, Germany, and the Netherlands) that 
specifically limit or control their officials’ involvements with foreign corporations. 
France has a catchall provision that monitors officials and ordinary citizens 
filike. Belgium and Germany do have regulations dealing with elected and 
appointed officials’ business contacts in general (see enclosed reports). In these 
cases, the laws are phrased broadly enough also to include involvements with 
foreign corporations. The laws of the Netherlands—also phrased in general 
terms—apparently deal with the problem only from the bribery angle. 

If we may be of any further assistance in this or any other matter, please 
do not hesitate to call. 

Sincerely yours, 


Edmund C. Jann, 

Chief. 
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THE INVOLVEMENT OF GOVERNMENT OFFICIALS AND LEGISLATORS 
IN BUSINESS ACTIVITIES: BELGIUM, FRANCE, AND GERMANY 


June 1975 


Prepared by Members of the Staff 
of the European Law Division 



Library of Congress 
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(Prepared by Dr. Virgiliu Stoicoiu, Senior legal Specialist, European Law 
Division, Law Library, Library of Congress, June 1975) 

Belgium 

The Law of August 6, 1931, 1 * * on incompatibilities of members of the Cabinet 
and Parliament does not include, among the incompatibilities, any restriction 
regarding involvements with foreign corporations. However, civil service em¬ 
ployees may not directly or indirectly engage in any private business without the 
express approval of the competent Minister* 

The same incompatibility principles apply also to members of the Legislative 
Council,* 

Under Belgian Law it is not possible to determine exactly the limits regard¬ 
ing the freedom of action of civil servants in their private life. As Professor 
Jacques Dembour puts it, "In effect, there does not exist any text which estab¬ 
lishes, in general, what an (Government] agent may be allowed to do or may 
not do in his private life, under the varying circumstances of time and place 
and the requirements peculiar to his rank and position , . . " 4 However, it would 
seem that the general provision prohibiting civil servants from engaging in 
private business activities would also take in those connected with foreign 
corporations, 

(Prepared by Tim Cay ton, Legal Specialist, European Law Division, Law 
Library, Library of Congress, June 1975) 

France 

The provision of Decree No. 67-78 of January 27, 1967, provide that all direct 
foreign investments by either public or private persons must be declared to the 
Minister of the Economy, and Finance. This type of investment includes the pur¬ 
chase, establishment, or”extension of a business, or any operation having as an 
objective the acquisition of control over a commercial, industrial, agricultural, 
financial, or real estate firm. 

Articles L.O. 146 through 153 of the Election Code provide certain limitations 
in the private sphere on deputies of the National Assembly and on Senators, re¬ 
quiring them to disclose information to the Bureau of the Assembly on any 
business activity that they Irave at the time of election or that they may ac¬ 
quire later. The Constitutional Council decides doubtful cases. 

The Administrative Code in Article 8 of the Ordinance of February 4, 1959, 
provides that public servants (fonctionnaires publics) are prohibited from ex¬ 
ercising—as professionals—any gainful private activity. If the spouse of the 
public servant exercises an activity for private gain, that activity is subject to i 
declaration before the administration. 

Article 175-1 of the Criminal Code provides that all public servants shall be 
subject tb criminal sanctions for activities of a nature that compromise their 
independence in relation to those enterprises under their control, administra¬ 
tion, or service. 

Federal Republic op Germany 

(Prepared by Dr. Arinins Rusis, Senior Legal Specialist, European Law Division 
Law Library, Library of Congress, June 1975) 

On October 19, 1972, the President of the German Bundestag (Federal Diet) 
promulgated "Rules of Behavior of Members of the German Bundestag" 
(Verhaltungsregeln ftlr Mitglleder des Deutschen Bundestages) which became 
effective November 1, 1972 (Bundesgesetzblatt 1972 I 2065-2066). This Code of 
Ethics requires that every Member of the Bundestag submit a statement which 
has to indicate his profession, firms, institutions, or associations to which 
he renders professional services. Furthermore he must disclose "any remunerative 
activities in the capacity of members of the board of directors, supervisory 
boards, administrative boards, or other organs of a corporation, cooperative 


1 Moniteur beige, August 14.1031, 

*Repertoire pratique du droit beige, Chapter “Fonctionnaire” No. 81 (Bruxelles. 1950). 

* Droit adminiatratif 238 (Liege, 1972). 

4 Droit adminiatratif 288 (Lt£ge, 1972). 
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society or any other legally recognized organization of a business enterprise, or in 
the capacity of a trustee 0 (Sec. 1 (2) of the Code of Ethics). Members of the 
Bundestag belonging to a counseling profession have to indicate the kind of 
counseling they have been providing. This information is published in the 
Official Handbook of the German Bundestag (Sec. 1 (3) and (4) of the Code of 
Ethics). 

In addition to the information to be provided under Section 1 of the Code of 
Ethics, the Presidium of the German Bundestag is to be informed of a series of 
additional activities remunerative in nature which could possibly create a 
conflict of interest. The scope and limits of these disclosures are determined 
every year by the Council of the Bundestag. In particular, every Member must 
inform the Presidium of the German Bundestag of any contracts he has made 
with associations, commercial Arms, organizations, or individual persons or 
societies he has counseled or whose interests he has represented. Financial 
contributions for election campaigns or made to him in furtherance of his 
political activities have to be separately listed by the Member. 

No special mention has been made of foreign corporations, but the wide scope 
of this regulation would clearly comprise them also. 


o 



